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Form and Content of Published Accounts 
By A. A. FitzGERALD 


Continuing its recently initiated policy of making pronouncements from 
time to time on questions of good practice in accounting, the Council of the 
Institute of Chartered Accountants in England and Wales has made a 
recommendation to its members on certain aspects of the accounts of 
companies engaged in industrial and commercial enterprises. 

The recommendation which is published in full on pages 295-298 of 
this issue is intended to be “helpful to members in advising, in appropriate 
cases, as to what is regarded as the best practice.” 

Within a relatively short compass the Council has succeeded in issuing a 
most valuable and informative guide to accountants. It is recognised that 
“the form in which accounts are submitted to shareholders is (subject to 
compliance with the Companies Act) a matter within the discretion of 
directors” and that it is “neither practicable nor desirable” to ‘specify a 
standard form to suit every commercial and industrial undertaking. 

Nevertheless, the recommendation will unquestionably have the effect of 
giving the imprimatur of the Council of the Institute to practices which have 
béen steadily, if somewhat slowly, growing in popularity and of accelerating 
the tendency noticeable in recent years—particularly in Australia—towards 
improvement in the clarity of published accounts and in the quality of their 
structure form. 

The principal features of the recommendation may conveniently be com- 
mented upon under four headings—Form, Terminology, Content and Valua- 
tion. 

As to Form, the over-riding consideration seems to be that published 
accounts are intended to inform shareholders as to financial position, to 
disclose trends in results, and to facilitate appreciation of both financial 
position and trend in results. 

Accordingly the recommendation is that the balance sheet should be divided 
into groups of items of a homogeneous character, that the groups should be 
appropriately described by headings (the use of general headings for the 
Statement being discarded as “inappropriate and unnecessary’), that the 
term “Reserves” should be used only to denote true reserves (see the pre- 
vious recommendation by the Council reported in The Australian Accountant 
for February, 1944, pages 27-29), that there should be a proper distinction 
between reserves which are and those which are not normally regarded as 
available for distribution as dividend, and that a debit balance in profit and 
loss account should be shown as a deduction from capital and reserves. 

As to the profit and loss statement, emphasis is laid on the necessity of 
presentation in such a form as to give a clear disclosure of the results of the 
period and the amount available for appropriation and the consequent impli- 
fations that there should be substantial uniformity in the accounting principles 
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applied as between successive accounting periods and disclosure of any 
material respects in which the statement includes extraneous or non-recurrent 
items or items not relative to the results of the period. 

The references to uniformity in the accounting principles applied are of 
the utmost importance and it will be remembered that in U.S.A. the auditor 
of a company is required to report whether the accounts presented by the 
company are prepared in accordance with accepted principles of accounting 
consistently maintained during the period. 

The insistence on disclosure of extraneous or non-recurring items embodies 
the principle sought to be secured by Section 123 (5) of the Victorian Com- 
panies Act, 1938, concerning which—and the widespread misunderstanding 
of it—reference was made in a short article in The Australian Accountant 
for March, 1944, pages 80-82. 

Important questions of accounting terminology which are dealt with 
include those of the meaning of the term “Reserves” and the use of the 
terms “Current Assets” and “Current Liabilities.” 

The term “Current Assets,” which is almost invariably used in American 
terminology, is of comparatively recent use in England and Australia in any 
extensive way. In those countries the older terms “Liquid” and “Circulating” 
were until lately in more common use. 

It is interesting to observe that the test applied in order to distinguish a 
“current” asset is whether it is held for realisation in the ordinary course of 
business, that is, a test of intention. There are two schools of thought on 
this question. One holds that intention is the criterion, the other—which 
seems to be growing in strength in American accounting literature—that the 
test is the relative rapidity with which the asset is convertible into cash in 
the ordinary course of business, that is, a time test. Arbitrarily the period 
of one year is usually selected as indicating the border-line. 

Either of these tests is difficult to apply to the asset “Investments.” In the 
Council’s recommendation, investments “held as part of the liquid resources 
of the company” are classified as current, investments “acquired and intended 
to be retained for trade purposes” as fixed. But intention as to the holding 
of investments mav change from time to time and the same asset might 
therefore be classified under Current Assets in one balance sheet and under 
Fixed Assets in another balance sheet of the same company. Moreover, a 
Sinking Fund investment held in the form of, say, Government bonds is 
intended “to be retained for trade purposes” though it is clearly also “part 
of the liquid resources of the company.” 

There has been an increasing tendency, for this! and other reasons, to set 
up a separate balance sheet group for all investments. It is curious therefore 
that the Council has recommended the inclusion of investments in one or 
other of the Fixed or Current groups, according to the somewhat indecisive 
test of intention. 

On the question of the detailed content of the statement there is much of 
special interest in the recommendation. 

As already noticed, extraneous or non-recurring items are to be separately 
shown in the profit and loss statement; the items both of fixed assets and 
current assets which should normally be shown under separate headings 
within the appropriate group are specified in some detail; approval is given 
to the now common practice of including, amongst “Current Liabilities” and 
“Provisions,” the amount of proposed dividends; there are special references 
to the treatment of inter-company indebtedness in the case of holding com- 
panies; comparative figures of the previous year are recommended to be 
shown in both balance sheet and profit and loss statements; and finally of 
particular importance are the recommendations in regard to the detail which 
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should be separately shown in the profit and loss statement. These closely 
resemble the details which are required by the Victorian Companies Act, 
1938, to be separately shown, but the recommendation goes further than 
that Act in two vital respects: income taxes and certain specified abnormal 
or non-recurring items (provisions, taxes or tax refunds in respect of previous 
year, etc.) should be separately shown. 

On the question of valuation of balance sheet items the recommendation 
has little to say, though what it does say is significant. Fixed assets should @ 
be shown at cost and the aggregate of the provisions for depreciation and for 
diminution in values up to the date of the balance sheet should appear as 
deductions therefrom. The provision for depreciation made in the current 
year is one of the items which should be separately shown in the profit and 
loss account. Moreover, any change of a material nature in the application 
of accounting principles, such, for example, as a variation in the basis of 
stock valuation or in the method of providing for depreciation or taxation, 
should be disclosed if its effect distorts the results. 

There is no discussion of the relative merits of different methods of valuing 
stock or of calculating depreciation, probably for the reason that anyshing 
like a full consideration of such matters would be impossible within the 
compass of a short recommendation. Possibly, such matters may be the 
subject of consideration later by the Council. One hopes so. These are 
burning practical problems, always important but never of more importance 
than they are to-day, and pronouncements by the Council of such an authori- 
tative body as the Institute of Chartered Accountants in England and Wales 
cannot fail to have the most far-reaching effects—in Australia no less than in 
England—in raising the standards of accounting practice and in encouraging 
accountants to search, understand and apply logical princip.e in place of 
blindly-accepted convention and rules-of-thumb. 





Recommendations on Accounting Principles 
Form oF BALANCE SHEET AND ProFiIT AND Loss ACCOUNT 

The eighth of a series of Recommendations on Accounting Principles was 
recently approved by the Council of the Institute of Chartered Accountants 
in England and Wales and published in The Accountant as follows: 

“The Council of the Institute of Chartered Accountants makes the following 
further recommendation to its members on certain aspects of the accounts 
of companies engaged in industrial and commercial enterprises. Whilst it is 
recognised that the form in which accounts are submitted to shareholders is 
(subject to compliance with the Companies Act) a-matter within the discre- 
tion of directors, it is hoped that this recommendation will be helpful to 
members in advising, in appropriate cases, as to what is regarded as the best 
practice. ° 


VIII. Form or BALANCE SHEET AND PrRoFit AND Loss AccoUNT 


Businesses are so varied in their nature that there must be flexibility 
in the manner of presenting accounts and a standard form to suit every 
commercial and industrial undertaking is neither practicable nor desirable. 
The financial position can, however, be more readily appreciated if the 
various items in the balance sheet are grouped under appropriate headings 
and a proper view of the trend of the results can be obtained only if certain 
principles are consistently, applied and if profits or losses of an exceptional 
nature or relating to previous periods are stated separately in the profit and 
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loss.account. In both cases, appreciation is facilitated if the comparative sp 
figures of the previous period are also given. be 
Recommendation (g 
It is therefore recommended that, subject to compliance with statutory C 
requirements, the balance sheet and profit and loss account should be presented 
in conformity with the following general principles: ex 
. BALANCE SHEET - 
(1) The use of general headings for a balance sheet, such as “Liabilities” C 
and “Assets,” is inappropriate and unnecessary. The various items, whatever 
may be their sequence or designation, should, however, be grouped as indicated ar 
below under appropriate headings. Additional groups may be necessary in F 
certain cases to show the aggregate liabilities and assets subject to exchange 
or other restrictions, special funds and other special items, such as deferred | 
revenue expenditure. Where any material part of a company’s liabilities . 
or assets is in foreign currency, the basis of conversion to sterling should 
be disclosed. P 
° 
Share Capital bi 
(2) In addition to the authorised and issued amounts of the various fc 
classes of capital and the redemption date of any redeemable preference as 
capital, the terms of redemption should be stated. Particulars of any option G 
on unissued capital should also be given. If dividends on cumulativé 
preference capital are in arrear, the gross amounts of dividends in arrear 
or the date up to which the dividends have been paid should be stated. ‘ 
Reserves ft 
(3) The items to be included in this group are amounts set aside out of a 
profits and other surpluses which are not designed to meet any liability, u 
contingency, commitment or diminution in value of assets known to exist tl 
as at the date of the balance sheet. Capital and other reserves not normally 
regarded as available for distribution as dividend should be shown separately t! 
from those of a revenue nature, the latter group to include any undistributed f 
balance or, by deduction, any adverse balance on profit and loss account. b 
(4) A sub-total of Share Capital and Reserves should be given to indicate 
the members’ interest in the company. ¢ 
Debentures, Mortgages and Long-term Liabilities ‘ 
(5) In this group should be included debentures, mortgages and other A 
long-term loans or liabilities. Where practicable, the dates and terms of i 
redemption should be stated. ( 
(6) The expression “long-term” is intended to cover liabilities not due tr 
for payment until after.the lapse of one year from the date of the balance 
sheet. 
Amounts Owing to Subsidiary Undertakings ‘ 
(7) In addition to the aggregate amount owing to subsidiary companies, 
the aggregate amount owing to sub-subsidiary companies should be disclosed. 
Such aggregate amounts may be shown under long-term Liabilities, Current 
Liabilities, or as a separate group, according to their nature. 
Current Liabilities and Provisions , 





(8) The items in this group should be classified to disclose their nature 
and amount including, inter alia, (a) trade liabilities, bills payable and accrued 
charges; (b) bank loans and overdrafts; (c) other short-tetm loans; 
(d) interest accrued on debentures and long-term liabilities; (e) provision 
for current taxation (see Recommendation No. III); (f) provisions to meet 
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specific commitments or contingencies where the amounts involved cannot 
be determined with substantial accuracy (see Recommendation No. VI) ; and 
(g) provision for proposed dividends. 


Commitments for Capital Expenditure 














































tory 

nted (9) Where commitments of material amount for capital expenditure 
exist at the date of the balance sheet, these shouid be indicated in a suitable 
note. 

ies” Contingent Liabilities 

over (10) Contingencies on guarantees, bills under discount, partly paid shares 

ated and similar items, should be dealt with by note. 

' . Fixed Assets 

aa (11) In this group should be shown under separate headings fixed assets 

red - 

me such as (a) goodwill, patents and trade-marks; (b) freehold land and 





uld buidings; (c) leaseholds; (d) plant, machinery and equipment; (e) invest- 
ments acquired and intended to be retained for trade purposes. 

(12) Where practicable, fixed assets in existence at the date of the 
balance sheet should be shown at cost, and the aggregate of the provisions 





ous for depreciation and for diminution in values up to that date should appear 
nce as deductions therefrom. 
i ze , , : = il : : 
vv Shares in and Amounts Owing from Subsidiary Undertakings 
one (13) In addition to the aggregate amount of shares in, and the aggregate 
amount owing from, subsidiary companies, which must be stated separately 
in accordance with the Companies Act, 1929, the aggregate amount owing 
from sub-subsidiary companies should also be stated. The aggregate 
of amounts owing from subsidiary and sub-subsidiary companies may be shown 
ty, under Fixed Assets, Current Assets, or as a separate group, according to 
‘ist their nature. 
lly Note.—In the balance sheets of subsidiary and of sub-subsidiary companies 
ely the aggregate amount of shares in, and the aggregate amounts owing to and : 
ed from, the ultimate holding company and its subsidiary undertakings should 
: be stated separately. 
ate 
Current Assets 
(14) In this group should be included such assets as are held for realisa- 
tion in the ordinary course of business. They should be stated separately 
a in appropriate sequence and normally include: (a) stock-in-trade and work- ? 
f in approp q ) } 
. in-progress; (b) trade and other debtors, prepayments and bills receivable; \* 
(c) investments held as part of the liquid resources of the company; (d) tax 
ue reserve certificates; (e) bank balances and cash. : 
7 Note.—Debts of material amount not due until after the lapse of one year 
from the date of the balance sheet should be separately grouped and 
suitably described. 
ry Preliminary and Issue Expenses, etc. 
it (15) In this group should be included particulars and amounts of expen- 
diture such as preliminary expenses, issue expenses and discount on capital ‘4 
issues not written off. 
e ProFit AND Loss ACCOUNT 
d (16) The profit and loss account should be presented in such form as 





to give a clear disclosure of the results of the period and the amount avail- 
able for appropriation, for which purpose it may conveniently be divided into 
sections. 
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(17) Such a disclosure implies substantial uniformity in the accounting 
principles applied as between successive accounting periods; any change of 
a material nature, such as a variation in the basis of stock valuation or in the 
method of providing for depreciation or taxation, should be disclosed if its 
effect distorts the results. The account should disclose any material respects 
in which it includes extraneous or non-recurrent items or those of an excep- 
tional nature, and should also refer.to the omission of any item relative to, 
or the inclusion of any item not relative to, the results of the period. 

(18) However much supplemental detail of the trading results may be 
given, the following items should be stated separately in addition to those 
required by statute: 

(a) Income (gross) from investments in subsidiary undertakings. 

Note.—The treatment of income from subsidiary undertakings will 
depend on the nature of their relations with the holding company and 
on whether a consolidated profit and loss account is submitted. Where, 
for any reason, a consolidated profit and loss account is not submitted, 
income from subsidiary undertakings shouldbe shown separately 
unless the trading with the holding company is so interlocked that 
such separate disclosure might create a misleading impression. If a 
consolidated profit and loss account is submitted, it should disclose, 
as a minimum, the items referred to below relative to the group as 
a whole. 

(b) Income (gross) from other investments. 

(c) Depreciation and amortisation of fixed assets. 

(d) Interest charges (gross) on debentures and long-term liabilities. 

(e) Credits or charges in respect of provisions, other than those for 

specific requirements the amounts whereof can be estimated closely. 
(See Recommendation No. VI.) 

({) National defence contribution or excess profits tax, showing separately, 

if material, credits or charges in respect of earlier periods. 

(g) Credits or charges, if material in amount, which are abnormal in 

nature or relate to previous periods. 

(h) Income tax and the basis thereof, showing separately, if material, 

credits or charges in respect of earlier periods. (See Recommendation 
No. III.) 

(i) Amounts set aside for redemption of share and loan capital. 

(j) Reserves made or withdrawn. (See Recommendation No. VI.) 

(k) Dividends paid or proposed, showing under a separate heading those 

which are subject to confirmation by the shareholders. 

(1) Balances brought in and carried forward. 


, CoMPARATIVE FIGURES 
(19) Comparative figures of the previous period (prepared on the same 
basis as those for the period under review) should be given both in the balance 
sheet and in the profit and loss account. 


DISCLOSURE OF INFORMATION 
(20) If directors of a company desire to disclose in their report informa- 
tion which, but for its inclusion in the report, would be required to be disclosed 
in the accounts, the relative paragraphs in the report should be clearly dis- 
tinguished from the remainder of the report and specifically referred to in 
the accounts.” 
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= Local Government Accounting ; 
the Trading Undertakings under the New South Wales Act 

its By L. Fitzpatrick, A.1.C.A. 

cts ’ 

2p- 

ms In New South Wales, under the Local Government Act, 1919, as amended 


by subsequent Acts, councils have power to establish, acquire and conduct 

be trading undertakings, the trading undertakings authorised being: i: 

(1) The supply of electricity and the supply and installing of electrical 
fittings and appliances. 

(2) The supply of gas, and the supply and installing of gas fittings and 

ill appliances. 


nd (3) Fhe supply of hydraulic fittings and appliances. 

re, (4) The business of a ferry service (other than a road ferry) on waters 
d, within or adjacent to the area. 

ly (5). The business of a motor bus service for the conveyance of passengers 
at for hire. 

a (6) The business of the conveyance of goods or merchandise for hire by 
e, locomotive and transport appliances with animal or mechanical motive 
as power and the letting of such appliances for hire. 


(7) The supply of stone, broken stone, clay, sand or gravel from the 
council’s quarries or pits or land. 

(8) The supply of pipes, flagstones, and kerbing and guttering. 

(9) The supply of ice. 


The power to trade in electrical, gas or hydraulic fittings and appliances 


4 does not apply except in cases where the council is engaged in the supply 
o of electricity, gas or hydraulic power, as the case may be. 
; The supply of the items mentioned in (7) and (8) above for the council’s 
Y own works does not involve the .establishment of a trading undertakine. It 
is only where a council makes a business of the supplv of such’ materials to 
n customers that the provisions of the Act regarding trading undertakines applv 
The great majority of trading undertakings conducted by councils are in 
I, respect of the supply of either gas or electricity and fittings. 
n The Trading Fund consists of the following assets: 
(1) All moneys received or receivable in respect of the trading under- 
taking. 
(2) All moneys borrowed for the undertaking and all monev received tw 
e or receivable in respect of a loan rate in respect of such horrowine. ; 
(3) All money transferred from the general fund or other fund for * 
promotion expenses, or to make good the deficiency in the income for 
anv year of the Trading Fund. 
(4) ‘All monevs and property directed by or under the Local Government 
: Act to be allocated to the Trading Fund. 


Subject to the provisions of the Local Government Act. and in particular to 
making proper provision for depreciation and obsolescence of assets. and 
for reserves and for the payment of principal, interest and expenses in “ 
respect of moneys borrowed for the purposes of the undertakine a conncil 
shall endeavour so to conduct a trading undertaking that. without loss being 
incurred, the service, product or commodity may be supplied to the consmer 
as cheaplv as possible. In order to do this, it is necessary to institute 
a system of “cost” accounting in connection with each tradine undertaking, 
Cost accounts must be drawn up and submitted to the council at the close 
of each quarter. 
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The Balance Sheet is prepared in exactly the same way as a General Fund 
Balance Sheet, but instead of the Invested Funds section of the Balance 
Sheet being composed of such items as town hall, road plant, etc., which 
would appear in the General Fund Balance Sheet, the Trading Fund fixed 
assets would comprise the land, plant, etc., purchased for the special 
purposes of the undertaking. 

Instead of having the Revenue Account in two sections, as in the case 
of a General Fund Revenue Account, the Revenue Account of a Trading 
Fund is prepared in three sections, the third section being comprised of 
the same debits and credits as those of Revenue Account No. 2 of the other 
funds. In the first section, the credits are in respect of the revenue directly 
obtained from the conduct of the undertaking and the expenditure in this 
section consists of the expenditure directly incurred in its conduct. The 
second section consists of items of income and expenditure which cannot 
properly be included in the first section. 

The example now taken to illustrate the foregoing points will be an 
Electricity Works Trading Fund: 
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Revenue Account—Section 1 
Debit side contains all expenditure incurred in the production and distri- 
bution of electricity. 
Credit side. All sales of electricity and other commodities. 


Revenue Account—Section 2 
Debit side. All transfers to reserves (provided they are available funds 
reserves). 
Credit side. Loan rates and interest on investments. 


Revenue Account—Section 3 

All movements of Invested Funds items, debit or credit. 

The following is the Trial Balance of an Electricity Works Trading Fund 
as at December 3lst, 1943: 


£ £ 
Street Lighting—attendances, repairs and renewals .. .. 103 
acre a cos. os Gia. dss: ak oe es ies Bee Sir 175 
aia ee Sait saree ae. mn dee oe 50 
Poles and Mains .. .. Se ae a 
Rent of Meters, Motors and Fittings oe ee eee 120 
PE EE Es cs ce av Se se 0s oo as ae 5 
ha Cs os au wh 46 cece b6 Kd Se be 46 300 
Interest on Loan .. . + ele: al ae ae OG a 260 
Bank Account—Unexpended I Loan ‘ee ho oe ee | 
Sa EENOD 20 0 oc ; 6 ek av earlae. baAHee 480 
Distribution of Electricity | Se ea! hea ares Seek Se 250 
Stores and Materials (loan) .. .. .. .. .. 0. we ee ee 140 
i i Do. ss ce 6s Se obh ee es be 00 18 
es 6s ale ek ee cea ee. Heme 40 
ah a he Ue dee! ae ahd ns ie a eae wer nie ‘ots 150 
Buildings .. .. . ee gt ee 1,000 
Management and ‘General “Expenses ais oad alata Cok 200 
ee a ND ss. os 04 eK de we ws be 64 00 8,500 
i eo. 56 ah «8 06 06.08 6s. es! 0 720 
EE 66°65) Sons be o6) wa 6d we be 620d 2,000 


Sundry Ratepayers .. .. cna aha 180 
Commonwealth Bonds (re reserve for renewals) ee 
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Sundry Consumers .. .. ie bee ee ae 400 

_ Stores and Materials Trading MME Goss bake 120 
i cu no cn 46. we do ee au We od 300 
re hk ee ad nw be Ae ae ee 66. 08 5,875 
Reserve Bank Account .. .. oi a ae ew a 218 
Government Savings Bank Account were ca eee ee 100 





£17,661 £17,661 





The following matters also required attention: 

(1) Depreciation to be written off— 

Poles ond Mains .. .. .. .. +. #200 
Buildings .. .. .. < ae 25 

(2) An instalment of interest and wetectoel on the loan due on 31/12/43, 
and amounting to £350 (Interest £255, Principal £95) had not been 
paid. 

(3) The sum of £200 was voted by the council as a reserve for renewals 
during the year and had been paid into the Reserve Bank Account. 
The interest on investments had also been paid into this account. 

(4) Loan expenditure during the year had been £500. 

(5) Fixed assets purchased during the year amounted to £750. 

(6) Payment in reduction of loans was £90. 

(7) The council directed that the Savings Bank Account be treated as 
an additional reserve for renewals. 

We will now compile the Revenue Account and Balance Sheet in 
accordance with New South Wales principles. 

(8) The reserves are all to be treated as Invested Funds Reserves. 


REVENUE ACCOUNT 








Expenditure Income 
Part (1) 
£ £ 
To Promotion Expenses .. .. .. 40 By Sales of Electricity .. .. .. 2,000 
, Purchase of Electricity .. .. 720 » Rent of Meters, etc. .. . 120 
» Distribution Expenses . .. .. 250 » Balance, being loss incurred, 
» Management and _ General CONTIGS GOT ou ce ae 4e 0s 8 
0 ES eee 
» Special Charges .. 50 
» Interest on Loan, £260 ‘ £255 515 
» Street Lighting .. .. 54 103 
» Bad Debts Written Of a nate 5 
» Depreciation: 
Poles and Mains . . £220 
OO ee 
245 
£2,128 £2,128 
Part (2) 
£ £ 
To Balance brought down... .. 8 By Loan Rates .. .. — 
» Balance carried down... .. 490 , Interest on Investments od. 18 


£498 £498 
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Part (3) 
£ £ 
To Transfers to Invested Funds— By Balance brought down .. .. 49 
For Reduction of Loan 185 » Tlransfers from Invested 
For Assets Purchased .. .. 750 Funds— 

» Reserve for Renewals . .. .. 200 For Depreciation .. .. .. 245 
» Reserve for Renewals (Addi- For Loan Expenditure .. 500 
ORES ee 100 » Balance, being the excess of 

» Reserve for Renewals (Inte- all expenditure over revenue 
RENEE a ee ae a oe 18 for the year, carried to 
Available Funds Account . 18 
£1,253 £1,253 
3ALANCE SHEET 
Part 1—Available Funds 
Liabilities £ Assets f 
Bank Current Account .. .. .. 368 Sundry Ratepayers .. .. .. .. .. 180 
ae ON eee Sundry Consumers .. .. .. .. .. 400 
Creditor for Loan Instalment .. 95 Stores and Materials .. .. .. .. 120 
Creditor for Loan Interest .. .. 255 Balance at 1/1/43 .. .. .. £300 
Demet fOr Weer... 2. 2+ a 18 
— 318 
£1,018 £1,018 
Part 2—Invested Funds 
£ £ £ 
Loan Creditor .. .. .. 8500 Commonwealth Bonds .. .. .. 3,000 
Less Transferred to Reserve Bank Account .. .. .. 218 
Available Funds . .. 95 Bank Account (Unexpended 
8,405 a Pe a eee 
Invested Funds— Govt. Savings Bank (Reserve) . 100 
Balance, 1/1/43 . .. .. 5,875 Stores and Materials (Loan) .. 140 
Add MN OE cc os wed ws eke 175 
Reduc. Loan . .. £185 Poles and Mains .. .. .. £8,750 
Reserves .. .. .. 318 Less Depreciation .. .. 220 
Assets Pur. .. .. 750 8,530 
— 1,253 eens 4c 4. oo os te SOD 
- Less Depreciation .. .. 25 
£7,128 - 975 
Less BME Aare: isl din se St SA So 150 
Exp. from Loan . £500 
Depreciation .. .. 245 
745 
— 6,383 
£14,788 £14,788 














The several items have been shown in detail in order that they micht he 
traced in the Revenue Account and Balance Sheet. 

It will be noticed that the amount of £95, which is due as a loan ins‘alment 
is deducted from the amount due to the loan creditor in Invested Funds an4 
inserted as a liability in Available Funds. 

Readers are referred to the August, 1943, issue of The Australian 
Accountant for detailed explanations of certain aspects of a General Fund 
Revenue Account and Balance Sheet. 


In August, 1943, we published an article by Mr. Fitzpatrick on “Com- 
plexities of Systems in Operation in the Australian States.” In response to 
many requests Mr. Fitzpatrick wrote this article showing the preparation of 
a Revenue Account and Balance Sheet of a Municipal Trading Undertaking 
in New South Wales. We should be pleased to receive similar articles in 
respect of principles in operation in other States.—(Ed.) 
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What is True Cost of Production ? 
By R. ADAMSON, A.I.C.A. 


Notwithstanding the possible application of the familiar quip—“fools rush 
in where angels fear to tread’”—I venture to discuss an interesting point 
arising out of the article entitled “The Problem of Varying Costs” by Mr. 
A. J. Gairns in the July issue of The Australian Accountant. Mr. Gairns 
shows how a 20 per cent. increase in output may result in a lower unit 
cost of production, and he queries whether the former standard cost under 
normal conditions or a new standard cost is the true cost of production. 

The point I wish to raise is whether it is considered sound cost accounting 
practice to take * ‘actual cost” in preference to “standard cost” for valuation 
oi work in progress and finished stock on hand in all circumstances. The 
reason for my hesitancy to open the discussion is that cost accountants do 
not see eye to eye on this subject, or some of them are so influenced by the 
financial accountancy viewpoint that they will not come to a definite conclu- 
sion on the point. 

Mr. Gairns ngures are the result of a working at abnormal capacity, but 
what is the usual resuit when the factory has been working below capacity, 
or working spasmodically with rush periods interspersed with slack periods? 
Generally, the result is that actual unit costs are higher than standards in 
several directions. If adequate records are kept, the following divergences 
from standard will be disclosed : 

(1) Material Price Variance. 

(2) Material Use Variance. 

(3) Labour Rates Variance. 

(4) Labour Time Variance. 

(5) Expense Budget Variance. 

(6) Expense Quantity Variance. 

(7) Expense Idle Capacity Variance. 

Variances Nos. (1), (3) and (5) may be either debits or credits, but the 
rest will almost invariably be debits. The only circumstances in which 
there is likely to be a credit in variance No. (6) is when a working at 
abnormal capacity leads to an over-absorption of expense. With standards 
properly set it would be practically impossible to create credits in material 
use and labour time variances. Obviously, idle capacity variance must always 
be a debit because a portion of expense is debited to this variance account 
when the actual output falls below the full output on which the standard 
rates for distribution of expense were fixed. 

Mr. Gairns refers to a text-book in which it is stated that the average 
deviation of actual cost from standard which should be disclosed in a well 
controlled scheme of standard costs should be about 5 per cent., and he 
agrees that this should be so, provided that the exceptional factors of changes 
in labour award rates and a rise and fall in price of material be excluded. 
The words “well controlled scheme of standard costs” gives rise to the 
reflection that possibly some accountants (not trained in cost accountancy) 
look upon standard costing as a kind of guessing game and believe that the 
standards are set merely as a guide for measuring actual performance. To 
them, actual costs are sacrosanct. They will not admit that there is any other 
acceptable basis of valuation for stocks than actual cost or market price, 
whichever is the lower. The student who is watching the trend towards 
scientific standards for cost accounting purposes, however, wishes to know 
whether there is any particular virtue in “actual cost” as against “standard 

cost” for stocktaking purposes under conditions where the standards are 
fixed on a sound basis. 
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If actual cost simply means the figure arrived at by dividing the total 
amount of expenditure in production by the total number of units of output 
for the costing period, then it is clear that the unit cost of production of a 
specific product will include the cost of waste and inefficiencies in both the 
use of material and the performance of labour. 

Various methods are followed in the disposition of the balances of the 








variance accounts at the end of a costing period, of which the more general 


are: 


(a) Transferring all the variance accounts to profit and loss account after 
crediting the standard gross profit to profit and loss account. 

(b) Transferring all the variance accounts to cost of goods sold account 
and carrying an adjusted gross profit to profit and loss account. 

(c) Transferring all the variance accounts to one account called “variance 
clearing account” or “variance distribution account” and apportioning 
the net difference in the account between cost of goods soid, work in 
progress, and finished stock on ‘hand. 

(d) Transferring all variances, except material price and labour rates, 
to profit and loss account or cost of goods sold, and apportioning the 
excepted variances between cost of goods sold, work in progress and 
finished stock on hand. 


Method (d) may be considered reasonable because alterations in prices 
of raw material and award rates of labour cannot be controlled, and inven- 
tory values should be affected by these variances. Under methods (a) and 
(b) the inventories are unaffected by any of the variances. 

On the other hand, method (a) is meeting with increasing favour among 
cost accountants, especially in America (U.S.A. and Canada), who have 
based their standards on scientific principles. They uphold this practice 
on the following grounds: 


(i) Standards reflect costs as they should be without additions for 
inefficiencies, idle time, idle capacity, and controllable waste. 

(ii) Inventory values are constant and are not affected by market varia- 
tions. sip ig ( 

(iii) There is a considerable saving of time and effort in closing the 
books and preparing cost reports for the executives. 

(iv) Valuations coincide with the accounts where standard costs are 
used throughout. 


The group of accountants, previously mentioned, to whom actual cost is 
sacrosanct, and also those cost accountants who are influenced by the 
financial accountancy viewpoint, are apparently afraid of the auditor who 
has to verify inventory values for balance sheet purposes. The auditor who 
is not well versed with modern cost accountancy principles—how many 
auditors are?—will look at you “goggle-eyed” if you try to convince him 
that true cost of production is more likely to approximate standard cost 
than actual cost. He will blithely certify stock values which are inflated with 
costs of inefficiencies, whereas he will hesitate to accept standards which 
are higher than actuals on account of extraordinary efficiency. 

To emphasize the trend towards acceptance of standard costs for stock 
valuation in place of actual costs, let me quote from an article by W. F. Fiske, 
Professor of Accounting, Massachusetts Institute of Technology (N.A.C.A. 
Bulletin, March 15, 1942), under a sub-heading “Actual versus Normal 
and Standard Costs”: 

“Most of us recognise that the concept of actual cost is practically unattain- 
able under modern complex production methods and with so many cost 
elements purchased in quantities which frequently represent years of service. 
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Yet the idea persists . . . There are still many businesses which use this 


approach, denying the idea of normals. 

“Normal costs, though not universal, represent the most widely accepted 
approach to interim costs. The concept is, in effect, that where cost commit- 
ments are made for considerable periods in advance, and where productive 
activity varies from season to season and from year to year, the best cost is 
one that prorates the longer term costs in proportion to production rather 
than on a time basis. Unfortunately, the concept is not always followed 
consistently. When the level of production is below normal, the cost figures 
resulting from using normal costs in prorating burden are used for inventory 
purposes; but when the level is above normal the over-absorption resulting 
is used in part to reduce inventory values. 

“Standard costs are an extension of the normal cost concept. Their 
increasing acceptance is another indication of the unattainability of true 
actual costs and of the wisdom of frankly seeking a more useful figure rather 
than vainly following what is but an ideal.” 


Naturally, I cannot cover all phases of the subject within the compass’ 


of a short article, but my purpose is to challenge cost accounting authority 
to face the issue squarely and remove a certain measure of doubt from the 
minds of students of cost accountancy which has arisen owing to the presen- 
tation of problems containing exaggerated examples of variances which 
could be brought about only by the “guessing game” variety of standard 
costing. In particular, I would suggest that the principles of standards be 
laid down by the same authority from the angle of the “modern complex 
production methods” referred to by Professor Fiske and not to fit the 
insignificant conditions of the almost “backyard” scope of manufacture 
which forms the basis of most of the problems. 

No doubt the protagonists of the “actual cost” school will contend that 
they are concerned mainly with balance sheet values. In that case perhans 
the best plan is for the “cobbler to stick to his last.” Let the cost accountant 
who is confident of the exactitude of his standards produce his figures and 
reports and let the financial accountant or auditor salve his conscience by 
making what he considers are necessary adjustments. 

Admittedly, standard costing is being adapted to production which is not 
so complex as the great car works, where hundreds of parts costed at standard 
are themselves distributed to dealers as finished products; but. among the 
conditions of manufacture (even in Australia) where standard rather than 
actual may be taken as the true cost of production, both for profit measure- 
ment and inventory valuation, are: 


(a) Where a manufacturer segregates his distribution. organisation from 
his production organisation and transfers his finished product to the 
marketing and selling side of his business at predetermined cost. 

(b) Where a large retail establishment owns several factories. senaratelv 
located, from which the finished products are taken over bv the retail 
store at standard prices determined after close investigation and 
calculation and based upon standards of material quantitv and avalitv, 
labour operating times and efficiency, and skilful methods of distribut- 
ing expense. 

Surely standard cost must be regarded as true cost. 
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Consumers’ Co-operation —A way towards Economic 
Democracy 


By K. A. MIDDLETON, A.I.C.A., A.C.A.A. 


I was very interested in the article, “Co-ops——A Possible Way Out,” by 
“Tricert” appearing in the July issue. It is time that we in Australia realized 
the value of consumers’ co-operation, which has proved successful in many 
countries. Its greatest achievements have been in Great Britain, Sweden, 
Denmark (before the Nazi occupation) and more recently in U.S.A. In some 
communities it has become much more than a method of doing business; it 
has become a way of life, and has developed a comprehensive social 
philosophy. 

Although “Tricert” dealt particularly with the consumers’ co-operative 
he failed to clearly distinguish between this type of co-operative and the 
producer co-operative. It is necessary to do so because people continually 
confuse the two forms of organisation, which differ radically, both in aims 
and methods of control. 


A consumers’ co-operative is an organisation of consumers formed to meet 
their needs as consumers. Such a society invariably begins as a retail store, 
owned and controlled by the consumer members, who are able by means of 
a rebate on purchases to obtain their goods at cost, thus eliminating profit. 
Control is exercised through a committee of management elected on the 
democratic basis of one member, one vote, irrespective of the number of 
shares held. A limit is usually placed on the number of shares that mav be 
held by any one member, while capital is paid only a low rate of interest. 

A producers’ co-operative is an organisation of producers formed to further 
their interests as producers. It is most common among farmers, who in this 
way can market their products to their mutual advantage. Profits are dis- 
tributed among members equitably, and control is usually on a democratic 
basis. 

It is obvious that there is not necessarily a harmony of interests between 
the producers’ co-operative and the consumers’ co-operative. Producers seek 
the highest possible price for their products, whereas consumers have an 
interest in lewer prices through the elimination of profit. Nevertheless it is 
true to say that.in practice this conflict of interest is not very marked. In 
England consumers’ and producers’ co-operatives are linked together through 
the Co-operative Union, while the recently formed Co-operative Federation 
of Australia, with its headquarters in Canberra, embraces both types of 
organisation. 

Consumers’ co-operation is not confined to retail trading. When a number 
of retail societies are established in a given locality, they unite to form a 
co-operative wholesale society. This strengthens their buying power and 
eliminates the profit of the wholesale distributor. The capital is supplied by 
the retail societies, who control the wholesale society democratically. The 
trading surplus is distributed to the retail societies as a rebate on purchases, 
and returns ultimately to the consumer. 

But the greatest advantages arise when, through the C.W.S., the co-ops. 
undertake manufacturing. In this way consumers eliminate the profits of 
the manufacturers, the wholesale distributor and the retailer. And more 
important still, they thus control the quality of the goods they buy. This type 
of development has occurred wherever co-operatives have been well estab- 
lished. The following figures for England illustrate this, and also indicate 
the strength of the movement there. 
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Retail Societies, 1942 


Number of societies .. .. .. .. .. ...... 1,058 
Number of members .. .: .. .. .. .. .. 8,924,863 
Pm GA ng oc os ok cc oe te ce ce ce SRS 
English Co-operative Wholesale Society, 1939 
rer 
PD ne. os ks. oe 0s ka ce ee oe eee 
Net trading surplus .. .. .. cece ss ee 


The C.W.S. is owned and controlled by more than 1,000 retail societies, to 
which its trading surplus is distributed, and through them to the consuming 
members. It is a large-scale manufacturer with 192 factories and workshops 
providing a wide variety of consumers’ goods. 

As “Tricert” points out, consumers’ co-operation is not greatly developed 
in Australia as yet. The big capital cities of Australia are unploughed fields 
for co-operative effort. Apart from certain country districts, the most notable 
developments have been in the coal mining areas. There are, for example, 
a number of flourishing retail societies in the coal mining districts north, 
south and west of Sydney. Their combined business had grown to such an 
extent that some years ago they were able to form the Co-operative Whole- 
sale Society of N.S.W. This society, in addition to supplying goods to its 
member societies, has been able to establish factories to manufacture certain 
of the staple articles required. Its present turnover is over £750,000 per vear. 

I would not agree with “Tricert” that we need a huge co-op. servicing a 
capital city through a branch or chain store type of organisation. One cannot 
just decide to start a co-operative covering a large capital city. Consumers’ 
co-operation is a people’s movement, and development must grow slowlv 
through independent groups of people joining together locally in a retail 
store. I have tried to show how development has taken place in England 
through these local independent societies. 

It will be seen also that “Tricert’s” suggestion of a centralised societv to 
cover all large societies is the reverse of what actually happens—the individual 
societies in fact control the wholesale society which services them. and with 
which they are affiliated. The C.W.S. does not exercise any control over its 
constituents. 

Consumers’ co-operation thus commends itself as a democratic movement, 
based on the service motive rather than the profit motive. For those who 
have little faith in the ability of private enterprise to adequately meet the 
needs of the people it offers a way towards economic democracy. 





Reduce the Cost of Costing 
By “ACAA” 


Cost accounting is a definite expense, but how many administrators whose 
function it is to criticise costs take into account inefficiency in their own 
costing establishment ? 

Methods of assembling costs, unfortunately, are far frorh standardised, 
particularly in job costing. It is not uncommon to find job costing svstems 
operating the mid-Victorian. method of laboriously applying the overhead 
factor separately to every detail of recorded labour cost. 

What are the advantages of presenting operational costs in job costing 
with direct labour and overhead appearing separately, and what disadvantages 
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would arise if a combined total only were recorded as labour, or labour and 
overhead ? 

These questions have been asked many times by the writer, with replies 
such as 


(a) The ratio overhead bears to direct labour is a reasonable basis for 
criticism. 

(b) That at times there may be advantages in omitting certain overhead 
charges on specified work, which is made convenient if the overhead 
is separated. 


The above are typical answers, but perhaps some readers will put forward 
arguments which will be more convincing and save the time-honoured direct 
labour and overhead custom from the radicals. 


Two parties are concerned with the cost, viz.— 
(1) Management. 
(2) Customer. 


Criticism by the management should be to see that the cost is the 
minimum cost, and if not, why not. For this criticism reference to the 
financial details of the cost is secondary; in fact, unnecessary. The minimum 
cost is determined by examining details such as 


(1) Method of manufacture. 
(2) Time involved. 
(3) Grade of operative. 


Criticism by the management of indirect expense and its allocation should 
be made before the rates are applied, not when being charged to jobs. 

The combined cost is the major factor from the customer’s point of view 
and if a customer were to query the cost, details of the method of manufacture, 
grade of labour and operation hours at so much per hour is a reasonably 
informative style in which to meet his request. 

In cost accounting there is no standardisation in regard to direct and 
indirect costs. For instance, where a process demands the employment of 
both an artisan and an assistant, system “A” may treat the assistant as a 
direct charge, and system “B” as indirect ; neither system would be transgress- 
ing any principle of cost accounting under the orthodox direct labour and 
overhead method. 

This answers one of the replies mentioned earlier and demonstrates that 
the ratio of overhead to direct labour is a dangerous basis for criticism as, 
if the overhead under system “A” were 100 per cent. on direct labour, on 
system “B” it would be almost 300 per cent. with a similar total cost. 

There is almost an obsession in some systems to charge assistants’ time 
as a direct cost wherever practicable. In many instances this leads to dupli- 
cation of entries without any advantage. 

It is maintained that what is known as a departmental rate or machine 
rate, i.e., a rate combining labour and overhead charges, should become the 
standard method in job costing. 

The method provides for costing the process, not the employee. 

The costing labour is balanced against the payroll and all information 
furnished by tbe direct labour and overhead method is available just as 
conveniently by this method. 

Broadly, the procedure is that all expense of the process, i.e., both direct 
and indirect, are pooled. The expense and units of output over a stated 
period furnish the basis for arriving at the rate per productive unit of the 
process. 
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What is a prodyctive unit is dependent on the process. In most instances 
it will be found to be based on time, e.g., man hour, machine hour, team 
hour, etc. 

When the productive unit is based on time it is customary to obtain the 
units chargeable to jobs through the medium of an employee’s daily work 
record. Where a team is employed it is only necessary for these details to 
be shown on the daily work record of one member of the team. 

The units chargeable against each job are posted to the job order and 
on completion of the job the units are valued at the appropriate rates. A 
summary of the cost with the productive units against each process is detailed 
for the information of the management. 

Under this ntethod an examination of the expenses of the process is made 
by the management, usually against a budget, at regular intervals, and if 
necessary the rate per productive unit adjusted. 

It is obvious therefore that collating costs under the headings of labour 
and overhead incurs more clerical labour than if a combined rate covering 
both charges were used. This disadvantage varies in accordance with the 
peculiarities of the system being operated. 

Volumes of useless calculations and recordings are involved in overheading 
direct labour entries, and where assistants are treated as direct the entries 
for the leader of the team are duplicated unnecessarily by recording similar 
information for the assistant. 

Illustrations hereunder show the entries necessary to obtain a similar 
cost by three methods: 


Method (a)—demonstrating the principle of charging direct whenever 
; practicable and treating overhead as an additional charge. 


Direct Labour Overhead 


Leader .. .. .. .. 10hours @ 3/- £1 10 O 
10 hours @ 3/- £1 10 O 

Assistant .. .. .. lOhours@2/6 3 @ 
10 hours @ 3/- 110 0 
#2 15 0 £3 0 0 


Method (b)—a modification of Method (a), including the assistant in the 
overhead. 
Direct Labour Overhead 


Leader .. .. .. .. 10hours @ 3/- £1 10 O 
10 hours @ 8/6 £445 0 


4110 O £4 5 0 


Method (c)—showing the operation of the combined rate. 
Leader . a oe weak 10 hours @ 11/6 #515 0 


Even if we are getting what is considered the cost by our present systems, 
is it not worth while considering standardisation of at least principles, 
particularly if they arrive at the same objective by a cheaper and shorter 
route ? 
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Taxation Section : 
Edited by J. A. L. Gunn, F.1.c.a. 














































TRADING STOCK pe 
Value at Close of Income Year . be; 
Section 31 of the Income Tax Assessment Act provides that the value of pr 
each article of trading stock (other than live stock) to be taken into account 
at the end of the year of income shall be, at the option of the taxpayer, be 
(a) its cost price; 

(b) its market selling value; or 

(c) its replacement price. 


The allowance of a writing down of stock when market or replacement 
value is lower than cost is,’ in effect, the allowance of a reserve for a future 
unrealized loss, and as such is an exception to the general rule that pre- 
cautionary reserves are not allowable (Halsbury’s Laws of England, 2nd 
Ed., Vol. XVII, p. 124). Conversely, if market or replacement value exceeds 
costs, and market or replacement value is adopted, an unrealized book profit 
is included in the taxpayer’s assessable income. 

The taxpayer is not bound to adopt permanently any one of these methods 
of valuation, and he is entitled to adopt the “golden rule” of conservatism, 
ie., of cost or market value, whichever is the lower. Thus he may in one 
year value at market price and in the next at cost price. The opening valie 
must, of course, always correspond to the closing value of the immediately 
preceding income year. Further, s. 31 provides that the value of each article 
of trading stock to be taken into account at the end of the year of income 
shall be, at the option of the taxpayer, its cost price or market selling value 
or the price at which it can be replaced. Thus the taxpayer is not bound to 
value the whole of his stock at cost, market or replacement. He is entitled S 
to exercise his option in respect of each article, and may thus adopt cost price 
for some articles, and market or replacement values for others. P 

In normal times when the general price level varies only slightly, the 
provisions of s. 31 worked well enough. But we are living in very abnormal 
times and, in spite of the valiant efforts of the price regulating authority, 
costs have risen and there is a general fear that there will be a severe fall 
soon after hostilities cease. These fears are, I believe, well grounded. 

In some cases manufacturers are forced to use substitutes, resulting in the 
production of a very inferior article. The original material will be available 
at the end of the war, and the only safe course for the manufacturer to follow 
is to destroy the substitutes immediately the original ingredient is available. 

In other instances the ingredient used is the same or not much inferior in 
quality but has to be bought from another country or has to be produced 
locally at a greatly increased price. 

In many other cases the imported or locally manufactured ingredient is 
both dearer in price and inferior in quality. 

The merchant finds his shelves full of goods the money price of which has 
increased somewhat and the real price of which, by reason of deterioration in 
quality, has increased enormously. He feels, rightly I believe, that if he 
meets the beginning of peace with his stocks marked at cost he will face a 
profit deflation. In my opinion the most certain way of bringing about a 
depression, with all its attendant horrors of want and unemployment, is to 
engender the fear of a profit deflation amongst the business community. 
That fear is present already and no assurances by price regulating or other 
authorities will remove the fear. The worst effects of the depression would 
be mitigated and might even be averted by heavy expenditure on capital goods 
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such as houses and new plant. This is not enough. Something should also 
be done to remove the present fear of a profit deflation. With this object 
I suggest that taxpayers should be given the right to value the closing stocks 
on the basis of pre-war levels. To be precise, I suggest that taxpayers be 
permitted to value stocks on hand at the prices ruling on July 1, 1938 (the 





beginning of the financial year in which the Munich disaster occurred). A 
of precedent for this date is to be found in s. 59A and s. 59B. 
nt It is felt that such an amendment to the law would have the following 
beneficial results: 
(a) It would tend to iron out the book-profit inflation of the present war 
(b) It would tend to restore confidence amongst the business community. 
(c) It would bring about equity for taxation purposes. 
” (d) It would legitimatize many current balance sheets. It must be remem- 
a bered that there is no obligation on taxpayers to adopt, for balance 
= sheet purposes, the rules of valuation which they are required to adopt 
d for income tax purposes. Nevertheless many taxpayers, for the sake 
is of simplicity, follow this practice. 


St The remedies referred to in (a) and (b) have already been dealt with in 
this note, and they have been the subject of articles in this journal, which 
have examined the defects of the so-called “golden rule” of stock valuation 






































ls 
1, and the case for the use in certain circumstances of such methods as the 
e base-stock or the last-in-first-out method. With regard to (c), taxpayers 
e who are, burdened with stocks may in the long run have to pay a great deal 
y more in income taxation than other taxpayers not so burdened, such as 
le employees and professional men. 
a Example: 
e First Year 
' Munich price index = 100. 
d Pn. ie 6s dane oe a eer a 
Purchases .. .. .. .. .- 50,000 ee a0 au) 4a oe ae os. 
’ ee a 
' 65,000 65,000 
aia 
Second Year 
. Price index = 150. 
as ay ie ae: oe ee ea a 
eT eee eee ea 
ee ae 
| 97,500 97,500 
Third Year 
Price index = 100. 
Bes ce ka we--sa ce ae TOES 
Purchases .. .. .. .: .. DMD OS Saree ee 
ae ak anes 4a 6s Nil 
65,000 65,000 











In respect of all three years the quantity of stock is the same. In the 
second year there is an unrealized profit of £5,000 in the stock on hand, and 
this will be unfairly subjected to sharply graduated rates of tax. 




















































If my suggestion were adopted the result would be: 


Profit 
Ss. ac bs be dee ce oe es o6 eee 
ED cc: 5s Sa as be oe oe Ke See 
Be BONE kn cc c's 5,000 


All these are realized profits and would equitably bear the same weight 
of taxation as other classes of income where stock is not present. 

With regard to (d), a bad law which is observed in the breach or a law 
which cannot be properly enforced should be repealed in the interests of 
good citizenship. As I have no stocks I cannot adequately illustrate the 
mental processes in relation to them. But the same processes may be illus- 
trated in other ways. For example, I believe in the present rationing of 
food and clothing, but I do not believe the law is or can be properly enforced. 
I have not yet bought a black market shirt because of timidity—of the law; 
of pride—I do not like being placed under an obligation; and ignorance—I 
don’t know where to buy one. These are the real reasons, but I naturally 
want to be the hero of this story and shall not therefore admit these reasons. 
Whilst I would not dream of extolling my attainments, I have no hesitation 
in parading my virtues. I shall therefore let it be known that I have some 
queer prejudices which compel me to obey this law in the hope-that you will 
believe in my odd good-heartedness and integrity. Inwardly I shall rage 
every time a fresh tear occurs in my depleted stock, and shall put all the 
blame on the Government and the unfortunate officials who are doing their 
best to enforce the law against my well-stocked friends who are disobeying 
it. If I ever yield to temptation I shall not behave like those golden-hearted 
heroes of my boyhood—the pirates, the highwaymen and the burglars—and 
glory in my sins. I shall, on the other hand, square my conscience by 
persecuting the victims of my wrong-doing—the Government and the unfor- 
tunate officials who are doing their best to enforce the law. Thus, whatever 
I do the result will be the same. 

It is common knowledge in the market place that “stock reserves” are 
creeping into life, bred mainly by fear of the future. However justifiable 
these reserves may be on other grounds, they offend against the present 
provisions of the Income Tax Assessment Act. The remedy lies not in 
enforcing but in amending the law. As another writer might have put it, 
the fault lies in our laws, not in our stocks. 





RoyALTIES DERIVED 


Decisions BY BoarD oF REVIEW 

Two decisions which relate to the subject of royalties were included in the 
epitomes of the Board of Review’s decisions published in last month’s issue 
of the journal. 

The decision of the High Court in F.C. of T. v. United Aircraft Cor- 
poration (1943), 2 A.I.T.R. 458, has caused payers of royalties and other 
like sums to overseas manufacturers to re-examine the incidence of income 
tax in respect of these payments. In search of light on this difficult subject, 
the writer requested permission to publish the full text of the Board’s 
decisions referred to above, and the Board has kindly. given its consent, and 
has supplied the decisions which are reproduced below. 


Decisions under Income Tax Assessment Act 
1. The decisions to be reviewed were given by the Commissioner on objec- 
tions lodged on behalf of the taxpayer company against assessments in respect 
of its income for the years ended 30th June, 1931, 1932, 1933, 1934 and 1935, 
respectively. In each case the general question for decision is whether certain 
payments to the company by A.B. Pty. Ltd. in the relevant year of income 


? 
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are subject to the further tax (to be called the “special property tax”) 
imposed on a percentage of the taxable income. 

2. The objections do not extend to the ordinary tax assessed on the basis 
that the payments are taxable income, but are based, in eaclr case, solely on 
the ground that the payments are not within the classes of taxable income to 
which the special property tax applies, viz. : 










ight 
“Taxable income derived by any person— 
law (a) from property ; 
of (b) by way of interest, dividends, rents or royalties, whether derived from 
the personal exertion or from property ; and 
us- (c) in the course of carrying on a business, where the income is of such a 
of class that, if derived otherwise than in the course of carrying on a 
ed, business, it would be income from property.” ; 
at (Income Tax Acts 1931, 1932, 1933, 1934, 1935—Section 5; Income Tax 
lly —- Act 1922-1934—Section 6, definition of “Special Property 
ax”, 
ve 3. The company is an American one incorporated in Rhode Island, U.S.A., 
oa and has no representation in Australia. Its agreement with the A.B. Com- 


i pany (which is incorporated in Australia) is dated lst October, 1925, and 
m provides as follows: 





. “The aforesaid companies, each in consideration of the signing and 
ave sealing of this agreement by the other, hereby covenant and agree with 
ve: each other as follows: 

4 1. The... . (taxpayer company) hereby grants to the A.B. Co. Ltd., 

nd during the life of this agreement, the licence to manufacture... . 

by paper and to sell the same under the name of .. . . paper within and 

r- for use within Australasia, and in connection with the manufacture of 

er such paper and its sale within and for use within Australasia, to use 
the trademark and trade-name of ‘ : 

re 2. The A.B. Co. Ltd. hereby covenants and agrees*to pay to the.... 

le (taxpayer company) ... . fifteen per centum (15%) of the sale 

nt prices to its customers of all . . . . paper sold by it during the life of 

in this agreement and to render to . . . (taxpayer company) . 

t, accounts of its sales of such paper and ‘to make the payments which 
it is bound to make under this paragraph, as often as once in every 
three months.” 

The remaining provisions deal only with procedure for the determination of 

‘ the agreement. In 1934 the rate of payment provided by clause 2 was 

. reduced from 15 per cent. to 10 per cent. 

4. Three registrations of the trade mark or name “. . . .,” covering its use 
| in connection with various manufactures, were granted to an American com- 
, pany under Commonwealth law in 1918. The ownership of the trade name 
; passed to the taxpayer company before its agreement with the A.B. company 
: —evidently through its absorption of the business of the original grantee. Of 


» = 


the three registrations (which are still in force) only one is the subject of the 
‘ agreement and this covers the use of the trade name in relation to paper, 
stationery and book binding. The licensed use of the name by the A.B. 
company is in connection with the manufacture and sale of a type of paper 
used in connection with the business of the A.B. Co. Ltd. 

5. The payments are actually made to the taxpayer company by an 
American company which is affiliated with the A.B. company and supplies it 
with raw materials. As the payments are made, they are debited by the 
affiliated American company to the A.B. company’s account. The taxpayer 
company’s agreement with the latter company was signed by the repre- 
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sentatives of the two companies in their respective countries, but there is no 
information now available as to where the contract was actually completed. 

6. On behalf of the taxpayer company, a director of the A.B. company 
submitted that the payments in question were “commissions” and therefore 
not within the classes of income to which the special property tax applies. 
For the Commissioner it was submitted (inter alia) that the payments were 
“royalties” and therefore a class of income to which the tax specifically 
applies. 

7. The word “commissions” is ordinarily applied to the remuneration of 
an agent or employee by way of a percentage of the value of the business done 
and whatever extended meaning it may have acquired by commercial usage 
it is clearly inapplicable to payments for a licence to use a trade name or a 
patent right. Such payments are merely the price paid for an asset for the 
payer’s own exclusive business use, and it is immaterial that the price is 
based on the results of that use. 

8. The word “royalty” is not, of course, used in the Acts in its original 
sense of a right granted by the sovereign, but in the derivative senses which 
it has acquired in the course of commercial usage and of which the following 
senses are included in the Shorter Oxford English Dictionary : 


“6. b. A payment made to the landowner by the lessee of a mine in 
return for the privilege of working it. 
c. A sum paid to the proprietor of a patented invention for the 
use of it. 
d. A payment made to an author, editor, or composer for each copy 
of a book, a piece of music, etc., sold by the publisher, or for the repre- 
sentation of a play.” 


9. These meanings are not— 
(1) exhaustive of authoritatively recognized classes of royalties; 
(2) fully descriptive of the invariable characteristics of such royalties; or 
(3) inclusive of various classes of payments which by commercial usage have 
come to be universally known as royalties. 


As to (1) a recognized royalty omitted from the definition is the mining 
royalty in respect of wayleave (Halsbury’s Laws of England, 2nd Ed., Vol. 
22, paragraph 1312). As to (2) an invariable characteristic not described 
in the definitions is the measurement of a royalty by reference to the number 
or quantity of the commodities or articles produced, sold, used or handled 
(in the case of mining royalties it may be the tonnage produced or the super- 
ficial areas worked) as the result of the use of the asset of which right of 
user has been granted. This characteristic is indicated but not fully described 
in the definition of the word in Wharton’s Law Lexicon. As to (3), it is 
sufficient to state that among the additional classes of payments now recog- 
nized as royalties are “timber royalties” (which are too well known to require 
description ). 

10. However, it is hardly necessary in the present case to look beyond the 
second of the definitions quoted from the Oxford Dictionary. Under the 
agreement with the taxpayer company the A.B. company was licensed (a) 
to manufacture the paper the subject of the agreement and (b) to sell the 
same under the name of ... . paper. Licence (b) relates to the use of the 
trade name but licence (a) relates to the manufacture of paper involving 
special processes in which the taxpayer company must be assumed to have 
patent rights or their equivalent. In any case the payment for a licence to 
use a trade mark or name is indistinguishable in character from the payment 
for a licence to manufacture under a patent right. It therefore appears that 
the payments in question (which, of coursé, were the consideration for the 
licence granted by the taxpayer company) fall within the authoritatively 
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acknowledged meanings of the word “royalties,” and, as royalties are ex- 
pressly included in the classes of income to which the special property tax 
applies, it follows that the taxpayer’s claim cannot be upheld. 

11. In view of sub-paragraph (c) of the provisions quoted in paragraph 2, 
it is not to be understood that the Board, if it had takew the view that the 
payments in question were not royalties, would have held that they were not 
within the classes of income to which the special property tax applies. 

12. After the time for lodging the objections had elapsed, a representative 
of the taxpayer company wrote to the Commissioner claiming that the pay- 
ments in question were not subject to income tax at all. The ground of the 
claim was that the payments were income not derived by the taxpayer com- 
pany (a non-resident) directly or indirectly from sources in Australia. As 
this ground was not stated in the objection the Board cannot competently 
deal with it (section 190 (a)); nor, even if both parties had so requested, 
would it be prepared to express an opinion on the claim without further 
evidence. 


Decision under War-time (Company) Tax Assessment Act 


wo members: 
Section 14 provides that the Act shall not apply to certain kinds of com- 
panies, including: 
“(d) a company ... . in which little or no capital is required to the 
extent to which the Commissioner is satisfied that its profit arises from 
commissions, fees or charges for services rendered.” 


2. The Commissioner has taken the view that the Act applies to the 
taxpayer, and he has made an assessment in which its capital is treated as 
£20,000, the minimum under the Act—section 24 (6). The taxable profit 
for the year ended 30th June, 1941 (i.e., the taxable income less Federal 
income tax payable) has been calculated at £1,088, which is £88 in excess of 
the percentage standard, viz., 5 per cent. of the capital deemed to be employed. 
The result as shown in the assessment is that the taxpayer has been called 
upon to pay £5/5/7 as tax. 

In making the assessment the Commissioner evidently regarded the 
taxpayer as a company “in which little or no capital is required.” This 
explains the terms of the objection, viz.: 

“That the income derived by the “(taxpayer company)” is in the nature 
of commissions, fees or charges for services rendered and, as such, is exempt 
from taxation under the provisions of the War-time (Company) Tax Assess- 
ment Act.” 

4. The taxpayer company is incorporated in the State of Ohio, U.S.A., 
and carries on business at Cincinatti in that State. It is not registered in 
Australia. It specialises in the manufacture of a certain commodity which 
is sold in the United States under a trade mark or name, and it designs 
models as well.as making patterns, specifications and designs used in the 
manufacture of the commodity. . 

5. Some years ago the M. company, a company incorporated in Victoria, 
was desirous of securing the right to sell commodities of the kind manu- 
factured by the taxpayer company. The M. company is not a manufacturer, 
but it made or was concerned in arrangements under which the production 
manager of the G. company (also incorporated in Victoria) went to Cin- 
cinatti and entered into negotiations for the manufacture in Australia of the 
taxpayer company’s commodity. The negotiations were satisfactorily con- 
cluded, and he was supplied with patterns, models and a certain amount of 
material, as well as particulars of types, etc. 

6. The result of the negotiations was that an agreement dated 6th 
December, 1939, was made between four parties, viz., the taxpayer, the M. 
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company, the G. company and S. company. The lastnamed is an English 
company and has “the exclusive right within the United Kingdom, the 
British dominions and the continent of Europe to manufacture and sell com- 
modities made with such designs, patterns, specifications and formulae for 
production which are supplied to it by the American company”—i.e., the 
taxpayer. The S. company also has the power “to grant to other persons, 
firms or companies the right to manufacture and/or sell commodities manu- 
factured in accordance with such designs,” etc., in the Commonwealth of 
Australia. ‘ 

7. Commodities made to the taxpayer company’s specifications are sold 
in the United Kingdom under a trade mark or name, the registered pro- 
prietor of which is the S. company. 

8. Under clauses 1, 2, and 3 of the agreement the M. company acquired 
certain rights, viz. : 


(a) the right to register and use the trade mark or name... . ; 
(b) “the full and exclusive right to . . . . dispose of either themselves” 
“or by sale or resale” .. . . “or otherwise to make arrangements 


for the sale” of the commodity “in the said territory” ; and 
(c) the full and exclusive power and authority to arrange for the manu- 
facture of the commodity by the G. company (or any other firm or 
company approved by the S. company. 
9. The agreement provides that the M. company shall pay to the taxpayer 
a payment of 25 cents. in respect of each and every article sold by it or its 
authorised agents in Australia. The payment is to be made on a minimum 
number of articles for each year during the continuance of the agreement, viz. 


7,000 articles for the year ending on 30/4/1941. 
15,000 articles for the year ending on 30/4/1942. 
25,000 articles for every subsequent year. 
The agreement does not provide for any payment to the S. company. 

10. During the year ended 30th June, 1941, the M. companv made pav- 
ments which involved an outlay in Australian currency of £1,380. A\ll the 
articles sold by the M. company and by its authorised agents for that purpose 
were manufactured for it by the G. company. The latter receives from the 
taxpayer (through the M. company) patterns, models, etc., also particulars 
of all changes of materials and methods of production and advertising. The 
G. company has no direct financial dealings with the taxpayer, but reimburses 
the M. company to the extent of the payments made under the agreement. 
The G. company, in short, is a wholesaler and distributor, and in fixing its 
prices it includes an amount sufficient to cover that reimbursement. In 
respect of every article supplied to retailers (other than the M. company and 
a subsidiary of the M. company) the G. company makes an additional pay- 
ment of 3d. (three pence) to the M. company. 

11. The taxpayer’s income for the year under review consisted of the 
payments under the contract which were described in its income tax return 
as “Royalties credited for year ended 30th June, 1941.” The deduction of 
State income tax paid and the deduction of Federal income tax payable left 
the taxable profit of £1,088 already mentioned. 

12. The assessment has been made on the basis that little or no capital is 
employed bv the taxpayer in -Australia. Consequently, the matter for 
decision is limited to the question, Did the amount of £1,380 consist of 
“commissions, fees or charges for services rendered” by the taxpayer to the 
M. company? 

13. The Commissioner’s representative attached significance to the word 
“royalties” as used in the income tax return. He argued that royalties were 
in the nature of rent. The authorities cited by him were: Apperly v. Federal 
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Commissioner of Taxation (17 C.L.R. at p. 546) and the Victoria Park case 
(3 A.T.D. at pp. 129-130). As to the former, it is clear that the reference 
is to royalties arising out of the use of land, e.g., where an owner of coal- 
bearing land grants the use of the land in return for a payment on every ton 
of coal raised by the grantee. All that need be said here is that there are 
other kinds of royalties, such as those received by an author on sales of his 
book, and by a playwright in respect of performances of his play, and by the 
proprietor of a patented invention for the use of it. 

14. In any event, the use of the*term “royalties” in the return no more 
concludes the case against the taxpayer than would the use of the word 
“fees” or “charges” decide the matter in its favour. We ignore the word 
“commissions” because it does not appear apt to describe the payments in 
question, especially as the taxpayer is not an agent for the M. company. 
Even if those payments could be described as “commissions” the word would 
(in the present case) almost certainly have the same meaning as “fees” or 
“charges.” 

15. Services may be rendered “by way of action or permission, or both,” 
as where the directors of a company jointly: and severally guarantee the 
company’s bank overdraft: Ryall v. Hoare, 8 T.C. 521. (The words quoted 
are those of Rowlatt, J., at p. 525.) 

16. The appellant in a recent case sold the serial rights in his life story 
to a newspaper. The articles were compiled from his dictation, and this was 
the only occasion on which he had engaged in literary or newspaper work. 
Held that the true nature of the transaction was the performance of services, 
the sale of the copyright in the articles being subsidiary thereto, and that the 
payments received by him from the newspaper were assessable income: 
Hobbs v. Hussey (1942) 1 K.B. 491; 24 T.C. 153. 

17. Irrespective of these or any other authorities, we are satisfied that 
services were rendered by the taxpayer to the M. company. This, we think, 
is clear from the terms of the agreement. The principal service was the grant 
of the exclusive right to have the commodity the subject of the agreement 
manufactured and sold in Australia, and an incidental but necessary service 
was the supply of models, patterns, etc.—supplemented by the information 
given when the original negotiations took place, and from time to time 
subsequently. But the value of the services is reflected, not in those things 
and that information, but in the articles produced with such assistance. In 
other words, the value of the service is reflected in every article manu- 
factured. This indeed was the only way in which the services rendered by 
the taxpayer could be turned to account. 

18. When the nature of the service is examined, the nature of the pay- 
ment becomes clear. In effect, the agreement provides that the payment for 
the first year shall be 7,000 times 25 cents, with an additional 25 cents for 
every article sold in excess of 7,000. (In successive years the payments 
are higher—see paragraph 9.) Had the agreement used the word “charges” 
to describe the payments in question, we think it would have been quite 
appropriate. Indeed if some word less general in its significance than 
“payments” (in the context of the agreement) had to be chosen, we should 
find a difficulty in selecting anything but “charges.” 

19. For these reasons we are of opinion that the claim made in the 
objection should be upheld. 

20. We are not satisfied, however, that the taxpayer is a company “in 
which little or no capital is required.” The meaning of that expression was 
the subject of a recent decision by the High Court (Incorporated Interest 
Pty: Ltd. v. F.C. of T., 2 A.I.T-R. 478). In view of that decision and on 
the information before us it is almost certain that the taxpayer is not a 
company of that kind. 
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Third member: 

My reasons will be brief because, in my opinion, acceptance of the claim of the 
taxpayer company cannot affect the assessment. The only ground of objection 
is that the taxpayer’s income is exempt as being in the nature of commissions, 
fees or charges for services rendered. But the exemptions depend on 
whether the taxpayer is a company in which little or no capital is required 
and, upon my reading of the recent decision of the High Court in Incorporated 
Interest Pty. Ltd. v. Federal Commissioner of Taxation (2 A.1.T.R. 478), 
the capital to be considered is the capital required in the conduct of the 
whole of the taxpayer’s business (both in and outside Australia) during the 
accounting period. As to that business the only information before the 
Board is the bare fact that the taxpayer is the manufacturer of a certain 
commodity and the only “person” who has the right to manufacture and sell 
that commodity in the United States of America; but if it came to the point 
I do not think any attempt would be made to claim that little or no capital 
was required in the conduct of that business. It is not competent for the 
Board to give a decision on this point but, if my view of the effect of the High 
Court’s decision is correct, it is competent and necessary for the Board not 
to confirm the assessment and it will be necessary for the Commissioner (on 
whose behalf the same view was submitted in a case heard a few days before 
the hearing of the present case) to maintain the assessment. 

2. In my opinion the payments in question were charges for services 
rendered. They were not payable for the right to register the trade name 
of the commodity in Australia and to sell, use or deal in such commodity, 
because those rights were granted to the M. company by the S. company. 
The consideration which passed from the taxpayer to the M. company may 
be summarised from clause 8 of the agreement as under: 


(a) The supply, at the outset and from time to time, of designs, patterns. 
specifications or information required for the manufacture of the 
commodity in Australia. 

(b) The indication or sale (but there was in fact no sale) of the sources of 
supply of models, and of patterns, etc., used by the taxpayer in the 
manufacture of the commodity. 

(c) The training of operatives sent to the United States at the expense 
of the M. company in every process or method of manufacture used 
or to be used by the taxpayer in connection with the manufacture of 
the commodity. 

(d) The making known to the M. company, at its request, of particulars 
of new designs, patterns, specifications, formulae, or information used 
in the manufacture of the commodity. 

(e) An undertaking that the rights, etc., granted to the M. company in 
connection with the commodity would not be granted to any other 
person for use in Australia. : 


3. The fact that the taxpayer and the S. company jointly and severally 
covenanted to perform these “services” (I can think of no better name) does 
not affect the question for decision. 

4. In my opinion the taxpayer’s claim should be upheld. 

5. These reasons should be read with the facts stated by my colleagues. 


CoMPANY TRADING IN SHARES IN ENGLAND AND AUSTRALIA 


An Australian company had entered into a great many transactions, both 
in England and Australia, involving the acquisition and sale of shares in other 
companies. Profits alleged to arise from carrying on a trade were assessed 
to tax in England, but the Commissioners on appeal held that the par value 
of the shares must be deducted as the cost, and, on this basis, there had been 
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no profit. The Inland Revenue Commissioners appealed against this decision, 
but the appeal had not been heard up to 10th May, 1944, i.e., the date of the 





























the 
ion hearing of the undermentioned appeal under the Commonwealth Act. 
ns, Income tax was also levied in Australia upon portion of the abovementioned 
on profits, namely, those alleged to have arisen from sales of shares in certain 
“ed Western Australian companies, and the company appealed against the assess- 
ted ment. The questions argued before the Australian High Court were whether 
3). all or any part of the profits were derived from sources within or out of 
he Australia, and whether any such income found to have been derived from a 
he source out of Australia was not exempt from tax in the country where it 
he was derived so as to fall within the exemption provided by s. 23 (q) of the 
in Commonwealth Income Tax Assesment Act, 1936-1937. 
ell Held by the High Court (Rich, J.) that the appellant company was 
nt engaged in the business of trading in shares, and that such proportion of its 
tal income as was derived in England from the sale in England of the shares in 
he the Western Australian companies was not exempt from taxation in Eng- 
sh land: it was therefore exempt in Australia, irrespective of whether any income 
ot tax was in fact demanded in England. No argument had been addressed to 
yn him, said His Honour, upon the question of fact as to how the income 
re derived from the sales should be distributed between the different local 
elements of the source. 

P< Held further, that to the extent to which the company derived income by 
1e trading in England in shares in English companies or other property not 
y. situated in Australia, it was not liable to ae income tax if that 
y. income was not exempt from income tax in England. (Australian Machinery 
y and Investment Co. Ltd. v. D.F.C. of T. [1944], not a reported. ) 
: Section 23 (q) of the 1936-1937 Act, so far as is material, reads as follows: 

“The following income shall be exempt from income tax: Income derived 
- by a resident from sources out of Australia where that income is not exempt 
y from income tax in the country where it is derived . 

A proviso was added to s. 23 (q) by Act No. 58, 1941, which prevents the 
f application thereof (a) where there is a liability for payment of income tax 
c in the country where the ex-Australian income is derived, unless the Com- 

missioner is satisfied that the tax has been or will be paid or (b) where the 

: outgoings incurred in producing the ex-Australian income exceed that income, 
| unless the Commissioner is satisfied that the tax would have been paid if the 
. income had exceeded the outgoings. 

In view of the above amendment no exemption of profits derived in 
; England could now be obtained unless the Federal Commissioner were 
satisfied that the British tax had been or would be paid. 






TAXATION OF PRIVATE COMPANIES AND THEIR SHAREHOLDERS : 
ON INCOME OF YEAR ENpep 30TH JUNE, 1944 

The Commissioner of Taxation has issued a statement of the principles 
which will be adopted generally by the department for the purpose of apply- 
ing the provisions of Division 18 of Part III of the Income Tax Assessment 
Act, 1936-1944— 

(a) in the assessments of shareholders of private companies; and 

(b) in calculating the additional tax payable by private companies under 

Division 7 of Part III of the Act. 

In general, the effect of Division 18 of Part III of the Act is to require 
taxpayers to pay one-quarter of the tax that would have been payable on 
income of the transition year, i.e., the year ended 30th June, 1944, if no 
change in the basis of assessment had occurred. The principles stated here- 
under are designed to achieve the general objective of a three-quarter can- 
cellation of tax on income of the transition year, except in those cases where 
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windfall income has been derived, or in those cases where there has been a 
manipulation of accounts, or where other means have been devised to inflate 
the taxable incomes of the transition year at the expense of the taxable 
incomes of private companies and their shareholders in the next succeeding 
year. 

The provisions of the Act closely relate the income of a private company 
with the income of its shareholders so that it may broadly be stated that 
private companies and their shareholders are in a position somewhat com- 
parable with partnerships and their partners. 


Assessment of Shareholders 


The general principles set out in paragraphs 5 to 14 hereunder have been 
adopted for application in the assessment of shareholders of private com- 
panies. 


Dividends subject to rebate under Section 107: 
Shareholders other than primary producers. 

In those cases where the averaging provisions of the Act do not apply, i 
is the practice of the department to allow the rebate under section 107 by 
simply excluding the dividend from the assessment. This procedure obviates 
the necessity for the making of constructive assessments in such cases and 
produces exactly the same result as if the rebate were calculated literally in 
accordance with the provisions of section 107. The same result would not 
be obtained, however, if that procedure were applied to primary producers 
whose rates of tax are determined by reference to their average income, and 
in«such cases the dividend is included in the assessment and the rebate is 
then calculated in literal conformity with section 107. 

Where a dividend rebateable under section 107 is received by a share- 
holder who is not a primary producer, the dividend will, following the usual 
practice, be excluded from the assessable income. If, after excluding the 
section 107 dividend, the balance of the taxable income of the transition yea 
then remaining does not exceed the taxable income of the pre-transition yea 
plus one-fifth thereof, the rebate of tax will be three-quarters of the ta. 
assessable in respect of the transition year. 

If, however, the elimination of the section 107 dividend does not have the 
effect of reducing the taxable income of the transition year to an amount 
which does not. exceed the taxable income of the pre-transition year plus 
one-fifth thereof, it will be necessary to examine the case to determine 
whether the taxable income of the pre-transition year is the taxable income 
that the taxpayer might be expected normally to derive in a year. This 
question will be determined on the facts of each case. For that purpose, a 
detailed analysis will be made of the returns of the taxpayer, for years prior 
to the transition year, to discover any factors that have caused the taxable 
income of the pre-transition year to be abnormally low or the taxable income 
of the transition year to be abnormally high. 

There is no legal authority for the exclusion from the assessable income 
of the pre-transition year of any dividend subject to the rebate provided by 
section 107. If, therefore, a dividend subject to section 107 has, in accord- 
ance with the departmental practice outlined in paragraph 5, been excluded 
from the assessable income of the pre-transition year, that dividend will be 
restored to taxable income for the purposes of the comparison referred to 
in the two preceding paragraphs. 


Dividends subject to rebate under Section 107 
received by Primary Producers 
Correspondingly, a section 107 dividend will be excluded from the taxable 

income derived by a primary producer in the transition year, and the taxable 











inc 
tra: 
tra! 
cou 








PT, 


na 
ate 
ble 
ing 
ny 


lat 
m- 


en 
n- 

















321 





1944 THE AUSTRALIAN ACCOUNTANT 


income so reduced will be compared with the taxable income of the pre- 
transition year, including any section 107 dividend received in the pre- 
transition year. For purposes of averaging in succeeding years, it will, of 
course, be necessary to regard the section 107 dividend as assessable income 
of the transition year. 


Dividends (other than those rebatcable under 
Section 107) received by the shareholder 

It is anticipated that problems will arise where the dividend received from 
the private company in the transition year is greater than the dividend, if 
any, received from the private company in the pre-transition year. 

The variations in the amounts of dividends may arise from many causes, 
e.g., the dividend received in the transition year may be paid from the profits 
of the company in a year when a small payment of private company tax has 
been made while the dividend received in the pre-transition year may have 
been paid from the profits of a company in a year when a large part of those 
profits has been applied in payment of private company tax. 

A more common cause of the variations in the size of dividends would 
be fluctuations in the profits of the company from its ordinary business 
activities, e.g., adverse seasonal conditions in one year as compared with a 
later year. 

Where the dividend received from a private company in the transition 
vear exceeds the dividend received in the pre-transition year, it is contem- 
plated that the larger of the two dividends will be regarded as income that 
would be expected normally to be derived in a year by the shareholder from 
the private company. It is not proposed, however, that this rule, if adopted, 
shall be regarded as excluding the determination of a still higher dividend 
as being normal income if the circumstances of the case warrant the conclusion 
that both the dividends received in the pre-transition year and the transition 
year were abnormally low. 

Generally, dividends received .from a private company will be compared 
senarately from dividends that may have been received by the shareholder 
from any other private company. To compare collectively dividends from 
two or more private companies would confuse the analysis necessary to 
determine the normal level of dividend income from each source. 


Private Companies—Assessments under Division 7 

Division 7 requires a private company to pay the additional tax that its 
shareholders would have paid if, on the last day of the year of income, the 
company had paid the undistributed amount as a dividend. 

The procedure necessary to give effect to Division 7 involves the calcula- 
tion of notional assessments of the shareholders based on the actual taxable ° 
incomes -derived by the shareholders increased by the dividend deemed to 
have been distributed to those shareholders. 

In making these notional assessments for the transition year, it is necessarv 
that the provisions of Division 18 of Part III of the Act should be applied. 

The problem that will be encountered in making the notional assessments 
is whether, in some cases, there should be a cancellation of less than three- 
quarters of the tax assessable in respect of the dividend deemed to be 
distributed to the shareholders. 

In considering this problem, the term “notional taxable income” is used 
hereunder for the purposes of convenient expression to mean the combination 
of— 

(a) the actual taxable income derived by the shareholder; and 

(b) the amount deemed for the purposes of Division 7 to have been 
distributed to that shareholder by the company. 
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(Note: The amounts of deemed distributions to one shareholder by 
two or more private companies will not be aggregated.) 


It is expected that, in many cases, a shareholder’s notional taxable income 
(excluding any section 107 dividend) of the transition year will not exceed 
his actual taxable income (including any section 107 dividend) of the pre- 
transition year plus one-fifth thereof. In these cases, the notional assessment 
of the shareholder will be based on the notional taxable income, and three- 
quarters of the tax so calculated will be cancelled. From the quarter tax 
then remaining, the tax actually payable by the shareholder will be deducted, 
and the balance of the quarter tax will be payable by the private company 
under Division 7. : 

Where, however, the notional taxable income of the transition year 
exceeds the actual taxable income of the pre-transition year, the comparison 
should then be made between the notional taxable income of. both years. 
If the notional taxable income of the transition year does not exceed the 
notional taxable income (including any deemed distribution) of the pre- 
transition year plus one-fifth thereof, the additional tax payable under 
Division 7 by the private company should be calculated in a manner similar 
to that described in the preceding paragraph. 

Cases may also arise where a normal taxable income has been determined 
under section 160AJ in respect of a shareholder in a private company. In 
such a case, the normal taxable income will replace the actual taxable 
income of the pre-transition year for thé purposes of the comparisons 
referred to in the two preceding paragraphs. 

It is expected that the application of the foregoing rules will result, in the 
large majority of cases, in the cancellation of three-quarters of the additional 
tax assessable in respect of the undistributed income of private companies. 

In the relatively few remaining cases, as the notional taxable income of a 
shareholder is a combination of his actual taxable income and the deemed 
distribution under Division 7, it will be necessary for the purposes of fair 
comparison to determine the normal level of deemed distributions by the 
private company. 

It is not proposed to attempt to formulate at this stage any rules for 
guidance in determining the normal level of deemed distributions of private 
companies, as the determination will largely be dependent on the facts of 
each case. 

General 

The general guiding principle is that quarter tax only should be payable 
in all cases where there is no windfall income received in the transition year 
by either the company or its shareholders, and where there is no evidence 
that the company or its shareholders have manipulated accounts, or have 
adopted any other means of taking undue advantage of the three-quarters 
cancellation of tax on income of the transition year. 

Every precaution will, however, be taken to detect cases of windfall income 
received by a company or by one or more of its shareholders, or where 
either the company or the shareholders have resorted to any device to 
avoid the payment of full rates of tax on income that does not normally 
belong to the transition year. 


RETURNS BY SALARY AND WAGE EARNERS 

The Commonwealth Treasurer, the Hon. J. B. Chifley, said recently that 

the suggestion had been made that salary and wage earners should not be 
required to lodge annual returns of incomes. 

It was frequently being stated that in other countries which had adopted 

the pay-as-you-earn system of taxation, steps had been taken to dispense with 
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the lodgment of returns by salary and wage earners whose income tax is 
deducted by their employers from their earnings. 

Mr. Chifley pointed out that this statement was not in accordance with 
the facts. 

In the United Kingdom, where a pay-as-you-earn system of taxation for 
employees was recently introduced, lodgment of annual returns by employees 
is still necessary. This is so, notwithstanding the application of a very 
complicated and detailed method of deduction and adjustment of tax by 
employers throughout the year. 

In the United States of America, action was taken early this year to simplify 
their method of lodging returns and calculating the tax payable. 

In that country tax is deducted by the employer from the salary or wages 
of his employees as in Australia. 

Prior to the adoption of the above scheme an employee was required to 
furnish an annual return of his income, self-assess the tax on that income, 
show the amount of tax withheld by the employer during the year and remit 
to the Revenue Authorities, with the return, any balance of tax owing. 

Under the new scheme an employee whose salary or wages does not exceed 
a specified sum may, at his option, have his tax determined by the Collector. 
An employee exercising this option will be required to forward to the 
Collector the receipt delivered to him by his employer for the amount of 
tax deducted from his salary or wages during the year. On the reverse 
side of the receipt the employee is required to insert particulars of his 
dependants, etc., and any other income. He is also required to sign a 
statement on the receipt affirming the correctness of information. The 
receipt, therefore, operates also as a return of income. 

Employees who do not exercise the option or whose earnings are in excess 
of the sums specified are required to furnish a return on the same basis as 
before. 

It will be seen that the new procedure does not relieve an employee of the 
necessity to lodge a return. 

In Australia a simple form of return is provided for use by employees 
whose income consists wholly of salary or wages and presents no more 
difficulties than the American system 

It would not be practicable to dispense altogether with returns from 
salary and wage earners, and preserve equity between taxpayers. That is to 
say. the allowances for children and other variable concessional deductions 
could not be compiled without the definite information being supplied in the 
form of return. 


PLAcE WHERE PROFESSIONAL INCOME DERIVED 


The following decisions shed light on the problem of the source of pro- 
fessional earnings: 

An accountant practising in Perth in the year 1924 made an arrangement 
with a taxpayer to endeavour to obtain refunds of Federal taxes paid by that 
taxpayer on the basis that the accountant was entitled to any refunds over 
and above the sum of £1,000 in respect of each assessment, which first sums 
of £1,000 were to be unconditionally paid to the taxpayer. The Western 
Australian Act, s. 15 (1), provided for taxation of all incomes arising 
or accruing to any person from any profession carried on in Western 
Australia, but provided (s. 30 (3)) that “No tax shall be payable in respect 
of income earned outside the State.” During the period of over two years 
which elapsed from the time work was commenced by the accountant until 
the refund was obtained, he made two visits to Melbourne, occupying some 
nine months. His reason for the prolonged visits to Melbourne was to lend 
aid to certain proposals for amendment of the Commonwealth Act, without 
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which a refund was not possible. Actually the refunds were secured and 
received in Perth. Held (confirming the decisions of Burnside J. and the 
Full Court of Western Australia), that the accountant was properly taxable 
under the Western Australian Act on the remuneration of £11,047 received 
by him under the above arrangement (Watson v. C. of T. (W.A.) (1928-30), 
1 A.T.D. 61). 

“The appellant contends that his commission was earned outside Western 
Australia, inasmuch as his exertions for the purpose of ensuring an amend- 
ment of the legislation were made outside Western Australia . . . the word 
‘earned’ does not contemplate an enquiry into the whole causation by which 
the derivation of income was made possible. For the purpose of taxation 
the place where those earnings occur which directly give rise to income must 
be regarded rather than the place or places where remoter causes exist. In 
this case the matters upon which the appellant’s right to remuneration was 
conditioned, were things done in Western Australia. The appellant earned 
his commission by obtaining a remission from the Commissioner, or, at all 
events, by performance of such acts as were necessary and effectual on his 
part to obtain such remission under the law in force at the time of the 
remission. Moreover, the agreed statement of evidentiary facts did not 
satisfy either of the Courts below that what the appellant did outside Western 
Australia was the effective cause of his obtaining the remission in the end. 
On the contrary, they appear to have considered that it was in truth earned 
not only when, but because the appellant in Western Australia obtained a 
remission of tax on behalf of his client pursuant to an arrangement for 
commission which he made while in Western Australia. In this opinion we 
concur” (per Gavan Duffy, Rich, Starke and Dixon, JJ.). 

The appellant, who carried on business in the Union of South Africa 
as a quantity surveyor, was employed to prepare the quantities of a building 
to be erected in Kenya. For the purposes of these calculations he spent 
a period of 54 months in Kenya investigating the requirements of the 
proposed building. He returned to the Union to prepare the final bills of 
quantities, but payment of the fees earned was made to him in Kenya. The 
appellant claimed that this income was derived from a source outside the 
Union. Held ‘that the source of the fees was in the Union where the 
appellant carried on his profession and prepared the final bills of quantities. 
(Inc. Tax Cas. No. 134 (1928) 4 Sth. Afric. Tax Cas. 200.) 





PAYMENTS BY EMPLOYERS TO EMPLOYEES ON ACTIVE SERVICE 

Louisson v. Commissioner of Taxes [1942] N.Z.L.R. 30 which dealt with 
the appellant’s income tax for the income year ended March 31, 1940, was 
referred to in the January, 1944 issue of the Journal. In respect of the 
same appellant’s assessment for income year ended March 31, 1941, a case 
was stated for determination by the New Zealand Court of Appeal. Para- 
graph 6 of the case stated by the Commissioner of Taxes was as follows: 

“During the said income year ended the thirty-first day of March, 1941, 
the said company paid to the appellant pursuant to the aforesaid reso- 
lution : 

(a) The sum of £611/16/6 as salary by equal monthly payments; 

(b) The sum of £50 for director's fees by two equal half-yearly pay> 

ments.” 

By consent, the Court amended the case by striking out the words “as 
salary” and “for director’s fees.” Myers C.J. stated that after these words 
had been struck out, the main difference between this case and the previous 
case is that it apeared from the previous case that in respect of year ended 
March 31, 1940, the payment by Company F. to the appellant was made 
in one lump sum, and Fair J. dealt with the case on that basis, leaving open 
the question as to what the effect would have been if periodical payments had 
been made. — 
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In Commonwealth Income Tax Law and Practice, when dealing with the 
first case, the writer submitted, with respect, that once it is conceded that a 
sum is in the nature of a gift, it is immaterial whether the sum consisted of a 
single outright gift or a succession of gifts. 

In the present case, the judgment contains, inter alia, the following im- 
portant conclusions: 


“Nor do we think that what is referred to in some of the cases as the 
‘periodicity’ of the payments makes any difference. The mere fact that 
the company chose to make monthly or half-yearly payments cannot, in 
our view in the circumstances of the case, alter the plain character of the 
payments.” 

“It seems to us that in all the cases where gratuities have been held to 
be assessable as income there has always been either service or employment, 
or something in the nature of service or employment, as between the re- 
cipient and the donor. We cannot see that that can be said to be the 
case as between a member of the armed forces and an ordinary citizen even 
though the soldier may, previous to his becoming a member of the armed 
forces, have been in that citizen’s employment.” 

“It well may be that the item of £50 which was paid by two half-yearly 
payments, if in fact, it represents payments to the appellant as a director 
of the company might have been assessable under paragraph (h) of s. 79(1) 
of the Land and Income Tax Act, 1923. The words ‘for director’s fees,’ 
having, however, been struck out of clause 6 of the case, there is nothing 
on the case to bring this item of £50 within paragraph (h) of s. 79.” 

“If the payments then were, as I think they were, (Kennedy J.), per- 
sonal gifts, they were not within s. 79(1) (b) of the Land and Income Tax 
Act, 1923, (New Zealand) because they were not payments (whether 
termed a bonus, gratuity, or emolument) in the nature of remuneration 
in respect of or in relation to his former employment or service or his 
present service as a soldier.” 

“Tt seems to us, therefore, that the regulations (New Zealand Occupa- 
tional Re-establishment Emergency Regulations 1940) contemplate and 
permit ‘arrangements’ being made between employer and employee whereby 
remuneration may be paid to the employee during his period of military 
service; but they have not the effect of continuing the employment in any 
way during the period of military service in the absence of such an ‘arrange- 
ment.’ For example, seeing that, as we have already said, there is not 
obligation or duty on the part of the employee to return to his employment 
after the termination of his military service, an ‘arrangement’ might be 
made between the employer and the employee whereby, in consideration 
of the employee agreeing to return to his employment after the termina- 
tion of his military service, certain payments would be made to him by the 
employer by way of remuneration during his period of military service, 
and it seems to us that payments of that nature might properly be classed as 
‘sums paid by way of wages, salary, or allowance’ (particularly allowance) 
to which s. 4 of the Act of 1939 might apply.” 

“Held where there is a contract of service between an employer and an 
employee immediately before the employee commences to render military 
service and there is no ‘arrangement’ between the parties to the contract 
or the contract makes no provision for any of the purposes specified in 
Reg. 10 of the Occupational Re-establishment Emergency Regulations, 
1940, and the employer of his own volition decides to make gratuitous pay- 
ments to members of the employer’s staff enlisted or being called up 
for service with the New Zealand Expeditionary Force, or for training with 
the Territorial Forces, of the difference between their pay as employees 
and their military pay for specified periods during their period of military 
service or any part thereof, such payments, whether in a lump sum or 











ae 





326 


periodical payments, are not assessable income of the employee either under 
paragraph (b) or paragraph (h) of s. 79(1) of the Land and Income 
Tax Act, 1923.” 


Louisson v. Commissioner of Taxes [1943] N.Z.L.R. 1. The foregoing 
decision, and the 1942 decision referred to in the January, 1944 issue of the 
Journal, have been overcome by a retrospective amendment to the New 
Zealand Act, (s. 3 of Finance Act, 1943, No. 2). The employer is, as before, 
allowed a deduction of amounts so paid to a former employee but not in excess 
of the rate of wages or salary payable to him at the time he was called up, 
or £4 per’ week, whichever is the less. The recipient, on the other hand, is 
assessable in respect of the whole of the amount received by him from his 
former employer, including any part thereof which is disallowed to the 
employer, subject to the following exceptions quoted from s. 3(4) of the 
Finance Act, 1943 (No. 2): 


“Provided that this subsection shall not apply with respect to any pay- 
ment or payments if the Commissioner is satisfied that the payment or 
payments have not been made for the purpose of supplementing the income 
of the serving employee, and were not in any manner induced by or due 
to the employment or former employment of the serving employee by the 
employer, and were not otherwise directly or indirectly connected with or 
related to that employment or former employment.” 








Income Tax as an Expense in the Computation 
of Net Profit 


By J. M. GREENWOOD, A.I.C.A. 


It is often said that Income Tax is an appropriation of profit and not an 
expense incurred in eafning profit, or that it is the Crown’s share of the profit 
(vide Ashton Gas Co. v. A.-G. [1906] A.C. 10). Therefore, it is argued, 
income tax should not be shown as an expense in the profit and loss account. 

Nevertheless, as a practical problem income tax is an expense incurred 
in the course of gaining profit, and proprietors of businesses are not nearly 
so interested in the technical description of the money taken by the Govern- 
ment as the amount which they have left. However income tax may be 
described from an academic or economic point of view, it can only be regarded 
by the taxpayer in the same manner as any other Government impost—i.e., 
as an expense. This is especially the case with limited companies where 
shareholders are vitally interested in the amount of profits available for 
distribution. I yenture to say that no sane accountant would draw up a 
profit and loss account for a company without first making provision for 
income tax payable, unless forced to do so by peculiar taxation laws such 
as the present private company tax code, which compels disregard of sound 
accountancy practice. 

This point of view is remarkably supported by a decision of the English 
Court of Appeal, which has just survived, by a three to two majority, an 
appeal to the House of Lords. The question at issue was whether excess 
profits tax and national defence contribution should be deducted in the 
determination of net profit according to “the principles of ordinary commer- 
cial practice” for the purpose of an agreement dealing with annual instal- 
ments of purchase price of goodwill. Lord Greene, M.R., said: “It seems 
to me that the language means, and means only, ordinary commercial practice 
in ascertaining the profits of a trading company. I can find no other sensible 
meaning for those words ... It may still be asked—computing the profits 
of a trading company for what purpose? Now there again it seems to me 
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that the answer is a clear answer—for the ordinary purpose for which 
profits of a trading company are computed, namely, the profit and loss 
account of the company on the basis of which the profits are to be distributed. 
I can think of no other ordinary commercial practice in computing the profits 
of a trading company save the practice of computing such profits for such 
a purpose... It is indisputable, and indeed it was not disputed, that for 
the purpose of drawing up the profit and loss account of a trading company 
excess profits tax must be deducted if ordinary commercial practice is to 
be followed .. . it is not merely common knowledge but common sense 
that the divisible profits of a trading company cannot properly be ascertained 
without making that deduction ... One argument in favour of the vendors 
was to the effect that excess profits tax was expenditure attributable to the 
working of the business within the meaning of that clause. I do not find it 
necessary, having regard to the view which I take, to express a concluded 
opinion upon that point, but I should have thought myself, at first sight, 
that the excess profits tax was not expenditure attributable to the working 
of the business, but expenditure which falls to be charged after the results 
of the working of the business have been ascertained.” (Re G. B. Ollivant 
& Co. Ltd’s. Agreement [1942], 2 All E.R. 528 at pp. 531-2.) 

Here is the key to the situation—“expenditure which falls to be charged,” 
and naturally the charge cannot be estimated until the net profit before tax is 
known. But that does not involve showing the tax debit in a separate account: 
the account is completed by the insertion of the charge for income tax. 

A common analogy would be the charging of a manager’s bonus allowed 
at 5 per cent. of the net profit after charging the bonus. The profit must be 
calculated before the bonus can be calculated, but the profit and loss account 
cannot be completed until the bonus is charged. And, in passing, to deter- 
mine the net profit as accurately as possible, how necessary it is that the 
tax should be capable of estimation with some degree of certainty! 





Correspondence 
The Effect of Cash Register Receipting Systems on Audit Procedure 


The Editor, 
The Australian Accountant, 
Melbourne. 


Sir, 

Having been an auditor for some years, and now an Executive of the Na- 
tional Cash Register Co. Pty. Limited, I have been interested by an article 
appearing in the Australian Accountant—March, 1944, in which Mr. A. L. 
Slade, F.1.c.A., writes (page 78) “ . . . Many Cash Register acknowledg- 
ments have no name on the Voucher.” He later quotes Mr. C. A. Hunger+ 
ford, F.c.A. (Aust.), who wrote in The Chartered Accountant—August, 1941 
. The acquittance printed on Cash Registers is of little value as a 


Voucher.” 

In view of the increasing use of Cash Register Receipting Machjnes in 
commercial houses, and their almost universal adoption by Federal and 
State Government Departments, Public Utilities and Local Governing Bodies, 
I feel it would be of interest to accountants and auditors if the protection 
afforded by these machines were set out—even to the extent of exposing 
the accepted weaknesses of hand or typewritten receipts. 

The most generally adopted system by Cash Register Receipting machine 
is one in which the original Statement of Account (which may be an ordinary 
Commercial Statement; Tax Assessment; Rate Notice; Vehicle Registration 
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or License; or Insurance Renewal Certificate) is forwarded to the debtor 
to be returned with the remittance. 

On these account forms, in the spaces provided, the Cash Register over- 
prints the amount; Receipt number; date and such other ‘information (as for 
example, type of remittance; Cashier’s initials and account number) as has 
been called for in the solution of the particular Receipting problem. Carbon 
paper is not used—the machine printing on each part of the form (the 
debtor’s receipt and the office voucher) being in original print. Special ani- 
line dye ink is used and the machine impressions cannot be altered without 
detection. An independent Audit Sheet is simultaneously printed with every 
transaction in numerical sequence. As many as thirty separate totals, for 
Ledger or Revenue subdivisions may be had; a separate total is provided 
for the Auditor, only accessible to him. 

No amount can be recorded without the Cashier charging himself with 
this amount at the same time crediting the Ledger or Revenue heading and 
accumulating the amount in the Auditor’s Total. 

Each machine is built and installed to fulfill the user’s particular require- 
ments as to— 

—Protection for the user 

—Protection to the Auditor 

—Information required 

—Speed and Economy. 
Generally, speed and economy do not affect the Auditor except that bound 
receipt books, carbons, hand written figures and mental addition are elimin- 
ated and at the same time eliminate a good deal of laborious checking usually 
required in Vouching Receipts. 

However, while it is easy for an Auditor vouching the receipts of a concern 
using a Cash Register system to ascertain the extent of his protection (obvi- 
ously greater than under hand or typewritten receipt systems) the position of 
an Auditor vouching payments acknowledged by Cash Register is not so clear 
cut and it is here auditors may need a general understanding of the position. 

An auditor must satisfy himself that— 

1. The payment was made by the Paying®Company. 
2. The payment was made to the Receiving Company and received by 
them. 


Dealing with these, as the Cash Register acquittance is overprinted on the 
original bill or account showing the Receiving Company’s name and details 
of the charge or service, it may fairly be said that this first point is satisfac- 
torily covered. 

As to the second point, some Auditors have expressed difficulty in being 
satisfied, despite the fact that some printed figures are shown in the space pro- 
vided for the Cash Register printing, as to whether the figures were, in tact, 
printed by cash register ; and even if so, as to whether this Register is proved 
to be the official Receipting vehicle of the Receiving Company, and not any 
Cash Register misapplied by some person for purpose of fraud. 

At first thought both questions present difficulties, but in practice these are 
not serious hurdles. 

Both of the two types of Cash Register used for this work have an easily 
recognised and distinctive original (not carbon) type of print; it would be im- 
possible without detection to alter or reproduce the printing by hand or other 
device. 

Although a large number of these machines are in use, each machine repre- 
sents an investment of some hundreds of pounds and obviously will not be 
left lying idle or able to be used by a person wishing to falsify a receipt. 

As an additional safeguard many Cash Registers also provide a machine 
printed signature, below the amount printed and made simultaneously, which, 
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although perhaps not satisfactory as a signature, serves to identify a par- 
ticular Cash Register. Electro signatures can always be provided but many 







— purchasers decide these to be unnecessary. 
¥ for Summing up, while the possibility of fraudulent misuse of a Cash Register 
s has exists, it is not nearly so easy or likely as the misuse of handwritten receipts, 
rbon even on self styled “official” receipt forms. 
(the These latter can be printed for any person willing to make a small outlay 
heal and handwritten words and figures can be fraudulently altered without any 
well great skill being necessary. . 
fon As an example (which has actually occurred) an_original handwritten re- 
ided ceipt for One pound (£1) can easily be altered to Four pounds (£4) by the 
addition of an “F” and a couple of strokes—a few experiments will show 
with how authentic such an alteration would seem. Ps ; 
onl To any Accountant or Auditor wanting further or specialised particulars 
of Cash Register Receipting systems, branch offices of the maker in all States 
Jel will be pleased to give all possible assistance. 
I am, etc., 


oe 19. 1944 R. M. Haptey, A.1.C.A., A.c.A. (Aust.) 





REGISTRATION OF ACCOUNTANTS 
and The Editor, 


un- The Australian ‘Accountant, 
ally Melbourne, C.1. 

Sir, 
ern In your May issue, Mr. T. F. Brennan is reported as stating that 
vie “registration of accountants is a matter of first-rate importance to every 
of qualified man and to those who shall qualify hereafter.” Also that it was his 
rat own strong personal opinion “that registration of accountants will be of great 


benefit to the community.” 
Without doubt the subject of registration of accountants is of importance 
to every qualified man who should interest himself sufficiently to oppose it, 





by but the great benefit which is supposed to be conferred on the community 
is open to serious question. It is a serious reflection on the work of the 
he present great institutes of accountants—particularly the Commonwealth 
ils Institute—to contend that registration of accountants is necessary. 
c- The most astonishing thing, however. is that those who are in control of 
these great and successful institutes of accountants should for a moment 
ig contemplate supporting the idea of Government registration of accountants. 
0- An institute will thrive and prosper to the extent that it retains control over 
t, its own examinations and maintains the standard of those examinations to 
d the necessities of modern progress. When an institute permits an outside 
y body to have control over its examinations it begins to decline in importance 
and loses prestige. Space does not allow me to pursue the subject further 
e just now, or to point out the dangers of placing the fortunes of the institutes 
in the hands of an official Government Board, but I would urge all members 
y of the Commonwealth Institute to make themselves thoroughly acquainted 
r with the whole subject before they rashly commit themselves. 
r We have built up an institute of which we should be justly proud. Do not 


let us risk weakening the‘ structure by striking at its foundations. Inter- 

‘ ference by one governmental body would be bad enough, but the prospect 

, of maybe six different Government Registration Boards with various views 
of control would be pandemonium. a 

I may add that wherever registration of accountants has been seriously 

advanced in British and American communities the proposal has, after inves- 
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tigation, been rejected. The most notable instance was when a departmental 
committee was appointed by the Board of Trade, England, in 1930. 

In its report this committee stated, inter alia: 

“On the evidence before us we are unanimously of the opinion that it is 
not desirable to restrict the practice of the profession of accountancy to 
persons whose names would be inscribed in a register established by law.” 

Yours faithfully, 
Caulfield, siete 
September 6, 1944. R. ADAMSON, A.I.C.A. 


Mr. T. F. Brennan has submitted the following reply to the points raised 
in the above letter: 

Mr. Adamson has not done justice to himself in the objection which he 
has raised to the suggestion that registration of accountants is a matter of 
first-rate importance. 

It is not correct to say that wherever registration of accountants has been 
seriously advanced in British and American communities the proposal has 
been rejected. 

At the annual meeting of the Institute of Chartered Accountants held in 
London this year the President expressed disappointment that a scheme which 
had been drafted and which, he intimated, was regarded as satisfactory by 
the representatives of the Institute and of the Society of Incorporated 
Accountants and Auditors, had not been accepted by all parties. He said 
that he had cherished the hope that he would have seen the suggestions in 
the form of a Bill for presentation to Parliament. 

In America, accountants are registered in most, if not all, of the States, 
and Mr. F. M. de Paula has stated that “the whole of the education for the 
accountancy profession is in the hands of the universities.” The strength 
and virility of the American Institute of Accountants and of the New York 
State Society of Certified Accountants do not give support to Mr. Adamson’s 
statement that “when an institute permits an outside body to have control 
over its examinations it begins to decline in importance and loses prestige.” 
As a fact the position is the direct opposite. 

Another striking case in favour of registration is New Zealand. Registration 
was introduced there in 1908 and it is unquestionable that the profession has 
been improved by it. The examinations for the profession are conducted 
by the University. 

One other example of a British community in which registration has been 
effected, and where it is reported to be giving every satisfaction, is South 
Africa. 

It is recognised in England, in America, in New Zealand, in Australia 
that there is a growing need for a higher standard of education for the 
profession and it is that which constitutes the reason for registration—that 
and the need for co-ordination so that the profession may speak as one 
As the position now is, if the standard of examinations in the existing 
institutes becomes too high there is nothing to prevent the establishment 
of other institutes with lower standards. 
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